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A. I will be glad to point to the language I relied 
upon. 

• •••••• 

4690 Q. Will you find me and give to me later a state¬ 
ment of Mr. Moses where he said the price was bid 

up because of the competition of these three holding com¬ 
pany systems? Will you do that, sir? 

A. Yes, sir. 

Q. Mr. Smith, when did it become a general prac- 

4691 tice of public utilities subject to the jurisdiction of 
the Federal Power Commission to write off in¬ 
tangibles, the cost of which is recorded in account 100.5? 

A. It was somewhere in 1938-39. Up to that time they 
did not know the intangibles. 

Q. When? 

A. They found the intangibles were in the books as a 
result of reclassification and original cost studies they were 
required to make. 

Q. And the Federal Power Commission started out in 
requiring the amortization knowing the studies were in? 

A. The word “ requiring’* is the one that causes me to 
stumble. We discussed the matter with the companies 
and they agreed to make the adjustments. Duke Power 
Company was one of the original companies, as I recall it. 
There was no enforcement. We had a meeting where we 
discussed what ought to be done and we agreed upon a 
program. 

Q. Was that before the St. Croix case? 

A. I do not recall whether Duke was before the St. 
Croix case or not. I could check it and let you know. 

Q. St. Croix was one of the first Federal Power Commis¬ 
sion cases dealing with those things. 

A. It was the first formal case. 

Q. First what? 

A. Formal case. 

4692 Q. And in that case the disposition was ordered 
with respect to 100.5? 

A. That is correct. 
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Q. Then so far as electric public utilities are concerned, 
the general practice, as you characterize it in some places 
in your testimony, and the almost universal practice, as 
you termed it in other places in your testimony, stems from 
the Uniform System of Accounts of the Federal Power 
Commission- Is that right? 

A. I can’t make that statement. I say it stems from 
the knowledge of the facts and the knowledge of the facts 
was brought to light through the Uniform System of Ac¬ 
counts. That would be a fundamental premise in any 
answer I would give you. 

• •••••• 


Q. In your answer to question 67 of your pre- 
4693 pared testimony I note that you make reference 
to a large number of companies that are outside of 
the regulatory field, industries, private industries, that 
have been disposing, or have disposed, of intangibles. Do 
you know how those intangibles arose and entered upon the 
books ? 

A. In a good many cases I do. Where explanations are 
given, it is usually stated that the intangible arose through 
the acquisition of companies, pretty much like Arkansas 
Power and Light Company did here. American Can Com¬ 
pany is an illustration, I might state, where it acquired a 
number of companies and the excess over the amount on 
the books of the underlying companies was considered an 
intangible. 

Q. And under such conditions, the only manner in which 
that intangible, acquisition of that intangible, and the en¬ 
try of it on the books can be comparable to the situation we 
have here would be that it did represent cost? 

A. In both cases? 

Q. Yes, sir. 

A. No. More than that. Because it was measured by 
the excess over the underlying book value which is pretty 
much original cost. It conforms pretty closely to the ex¬ 
cess over original cost. The only difference would be in 
this case the management has not charged it off. 
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Q. Do you know whether it had any recognition as 

4694 having been established to have the value equal to 
the tangible assets, the earning capacity equal to the 

earning assets? 

A. I would assume so in the case of American Can Com¬ 
pany without much question. 

Q. You would assume? 

A. American Can is one of our blue chips, you know. 

• •••••• 

The Witness: The St. Croix is Februarv 17, 1942. The 
Duke Company filed its proposal which was approved by 
the Federal Power Commission by letter dated May 12, 
1941, which is a little ahead of the St. Croix decision. 

Q. Was the Duke case under the Water Power Act? 

A. That was under the Federal Power Act dealing 

4695 with the reclassification of original cost matters ex¬ 
actly the same as the present proceeding. 

Q. Is that the only case that had been disposed of prior 
to the St. Croix case? 

A. I would have to check my records on that. 

Q. You don’t recall any? 

A. I wouldn’t want to say. 

Q. If you recall them, mention them. 

A. I think I ought to be enabled to look at my records. 
I don’t carry things of that sort in my head. 

• •••••• 

Q. I notice in your answer to question 73 you say, that 
is, your prepared testimony, that many of the com- 

4696 panies which you have enumerated in 72 are amortiz¬ 
ing those amounts and that the annual reports to the 

stockholders of many of the companies show it is being 
done so at the instance of regulatory authorities. 

Don’t you know, Mr. Smith, that practically all of them 
are doing it, that you enumerated there, at the instance of 
regulatory authorities? 

A. What do you mean by “instance,” Judge? 

Q. Upon the orders of. 
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A. The regulatory authorities have issued orders be¬ 
cause in most cases the orders are necessary in these mat¬ 
ters. But I think in a good many of the cases, it has been 
worked out by an agreement with the companies. The or¬ 
ders usually authorize and approve. It may contain the 
word “direct.’* 

Q. I was asking what the reports reflect. 

A. The reports reflect an order of a regulatory commis¬ 
sion in practically all instances. 

Q. So we can change your expression from “many, 
many,” to “practically all.” Is that correct? 

A. I think that would be a correct statement; yes, sir. 

Q. Mr. Smith, even under the Uniform System of Ac¬ 
counting, is it possible to secure uniformity, unless the 
accountant is dealing with similar facts in the instances? 

A. I think it is possible to get uniformity. I have a great 
deal of difficulty with your question. 

4697 Q. I have a whole lot of difficulty with “uniform¬ 
ity,” too, as you seem to emphasize in your answer. 

I want to find out if what you mean by “uniformity,” uni¬ 
formity is in reflecting amount in accounts and uniformity 
in practice, uniformity in interpretation, uniformity in 
substance. 

Would uniformity arise where the facts which an ac¬ 
countant would take into consideration are substantially 
different if they were used in the same system of 
accounts ? 

• •••••• 

A. Can’t you help me, Judge, on that one? 

4698 Q. Would there be uniformity of accounts as be¬ 
tween two companies, or kept by two companies, where 

the facts which the accountant must deal with are sub¬ 
stantially different even though the two companies were 
operating under the same system of accounts? 

A. I still have some trouble with the question. I will 
do the best I can. 

The accountant, of course, should apply the interpreta¬ 
tion of the facts on a uniform basis. To illustrate, they 
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should depreciate the physical assets and not accord each 
asset some different accounting treatment. 

Q. Now, suppose that the facts were entirely different 
which the accountant would have to recognize, would there 
be uniformity? 

Presiding Examiner: Does “uniformity” mean that ac¬ 
countants treat the same set of facts in the same way when¬ 
ever they meet that set of facts? 

The Witness: That is correct, sir. That is correct, sir. 
Now, when you speak of facts, of course, you speak of 
them in the broad way. 

Q. Yes, sir. All right. Adopting that definition, I want 
you to assume that there is a manufacturing plant out 

4699 here that has constructed its own plant, its own elec¬ 
tric generating plant. That plant cost a million dol¬ 
lars. The public utility constructed a like plant at like cost 
on the same plans by the same contractor. The industry— 
private industry—put its plant into operation the same day 
the public utility put its plant into operation. They had 
operated nine months. Repairs and maintenance on the 
two plants had been the same. They were in good condition. 

The private industry’s plant had never been in the public 
service. Then Jones comes along and buys those two 
plants—both of them—he buys the public utility plant and 
he buys the plant of private industry. He pays $1,250,000 
for both of them—for each of them—put it that way—each 
of them. 

Under the Uniform System of Accounts what would be 
recorded in original cost and treated as original cost of each 
of those plants? 

A. Is Jones a public utility? 

Q. Yes, sir. 

A. It would be the same figure for each of them. 

Q. It would? 

A. Under the circumstances that you have mentioned. 

Q. Then you would be departing from your definition of 
original cost, wouldn’t you? 

A. Oh, no. You correct me, Judge. In the first case 

4700 when he bought it from a public utility, the original 
cost was a million dollars. Proper reserve for depre- 




1510 


ciation would be set up which might or might not bring it 
down to $250,000. 

Q. They don’t run more than nine months. 

A. They only run nine months? 

Q. Yes, sir. 

A. Well, Judge, I have a great deal of difficulty with 
your assumption. 

Q. I want to get depreciation out of your mind. 

A. Continuing along, whatever depreciation had accrued, 
and the balance would be a credit acquisition adjustment, as 
far as the acquisition from the public utility were con¬ 
cerned. Now, in the case of the other situation, you would 
charge the plant account with $250,000, plus accrued de¬ 
preciation, and offset the amount of depreciation in the 
reserve. 

Q. Now- 

A. Judge, I say that is generally true. I can well con¬ 
ceive of a commission which would want to set up the second 
plant at original cost and offset the difference in a reserve. 

Q. I am talking about following a reserve account, Mr. 
Smith. I am not conceiving what a commission might want 
to do. Let’s follow the System of Accounts. Let’s forget 
the depreciation for a minute. 

A. Yes, sir. 

4701 Q. Now, then, what would be the original cost en¬ 
tered upon the books of the plant acquired from the 
industry and by Jones, first devoted to public service? 

A. In one it would be a million dollars, Judge, and it 
would be offset by $750,000 in Account 100.5, which would 
bring the net down to $250,000; and in the other case 
you would charge original cost $250,000 without any off¬ 
setting adjustments. 

Q. In other words, original cost of the plant acquired 
from the private industry—forgetting depreciation—would 
be $1,250,000, wouldn’t it? 

A. Not original cost. Oh, excuse me. Excuse me. Origi¬ 
nal cost. That’s right. 

Q. All right. 

A. Under the System of Accounts. 

Q. Under the System of Accounts. 

A. Yes, sir. 



1511 


Q. Now, then, the other plant devoted to public use 
when Jones bought it—the original cost of that would be a 
million dollars, wouldn’t it? 

A. That’s right. 

Q. And $250,000 would be entered in Account 100.5, is 
that correct—in the System of Accounts? 

A. $750,000. 

Q. How $750,000? 

4702 A. How? 

Q. Yes. I paid $1,250,000 for it. 

A. I thought you paid $250,000. 

Q. No, $1,250,000. 

A. Oh, then my answers have been wrong. 

Q. What’s that? 

A. I say then my answers have been wrong. I thought 
you said you paid $250,000. 

Q. No, sir. $1,250,000. 

• •••••• 

A. Accounting for the total purchasep rice. In the 
case of property purchased from the non-public util- 

4703 ity, there would be charged as original cost $1,250,000, 
for which there are good reasons. I will be glad to 

explain them, if you care to have me do so. 

Q. I just want to see how you would enter those two 
plants under the System of Accounts, and you have told me, 
Mr. Smith. 

Now, in the case of the purchase of the utility plant, 
and the $250,000 recorded in Account 100.5, it would be your 
opinion, as you have expressed here several times, that that 
$250,000 ought to be amortized out? 

A. Ought to be amortized out, but if it is a cost of the 
physical property, as you have indicated, it ought to be 
spread over the life of the plant as depreciation. 

Q. The $250,000 ought to be? 

A. That is right. In the same manner as depreciation. 
Q. In other words, you are recognizing structural value 
there—increasing structural value—is that right? 

A. That is right. 
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Q. I have been informed that this Commission has never 
given any recognition to increase in structural value. 

• •••••* 

Q. I am just looking for information. 

A. Well, Judge, the implications in your question 

4704 are entirely wrong. It is true, in the very few cases 
which the Commission has tried, ten or eleven cases 

out of about a hundred and seventy-five—in all those cases 
the Commission found that the excess was an intangible; and 
it issued an opinion, I believe, in only about a half dozen 
of those cases. 

It is also true that in my work with companies, in no case 
have they proved structural value. In some cases they 
have claimed it initially, but it has not been persisted in. 
But I have made it clear to every company that I have 
talked to that they have the full right to claim and prove 
structural value, if they think it adheres in the acquisition 
adjustment account. 

Q. Yes, sir. Do you know of any case where any amount 
included in Account 100.5 is being permitted to be depre¬ 
ciated as physical structures? 

A. No, I know of no case where companies have persisted 
in claiming that it should be. 

Q. Do you know of any way it has been permitted ? 

A. By the Federal Power Commission? 

Q. Yes, sir. 

A. I don’t know of any case where that fact has been 
established, no. 

Q. Now- 

A. Of course I would not- Excuse me. 

4705 Q. Following your Uniform System of Accounts 
—let’s don’t get away from them—we will assume 

that the actual value of those two plants I was talking to 
you about was only a million dollars at the time this pur¬ 
chase was made. Would that make any difference, follow¬ 
ing your System of Accounts, of the recordation of those 
purchases? 

A. Oh, Judge, it would be different. I don’t assume you 
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mean that the actual value of the $1,250,000 would be only 

$ 1 , 000 , 000 . 

Q. No. 

A. But you mean the actual value of the structures, as 
physical properties. 

Q. No. Just say that I come along there and I wanted 
them out of the way, as you say—I want to get competition 
out of the way—so I went in there and paid $1,250,000 in 
each instance for a plant that wasn’t worth but $1,000,000. 
Now, what would the recordation on the books of Jones be 
with respect to each of those plants, on acquisition? 

A. Please don’t put in your language “as I say”, be¬ 
cause that is putting words in my mouth with which I 
don’t agree. 

Q. Well, I wasn’t aware that- 

A. Exclusive of that—and I have difficulty understanding 
your question because you don’t help me out to the extent I 
asked—if you say they spent $1,250,000, and there 
4706 is only $1,000,000 there, I suppose I would charge 
the $250,000 off as a oad venture, or something. 

Q. I am not asking you what you would suppose; I am 
asking you what your System of Accounts provides for the 
recordation of that acquisition—those acquisitions. 

A. Well, in the case of the investment of the public utility, 
the original cost of $1,000,000 would go in the account for 
electric plant in service, and the $250,000 would go in 
Account 100.5. 

Q. Yes, sir. 

A. But if it is shown that Account 100.5 was a waste of 
money- 

Q. Wait a minute. Now, that is recording in the plant. 
We are not showing anything. We are just recording now, 
Mr. Smith. 

A. Just recording for the bare purchase? 

Q. Yes, sir. That is what I have been trying to hold you 
to for the last ten minutes. 

Now, then, with the other plant, what would the recording 
be? 

A. It would be charged- 

Q. I am talking about the industrial plant now. 

A. I would have to charge to electric plant in service 
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$1,000,000, and probably charge the $250,000 to Account 303, 
Miscellaneous Intangibles. I say probably because 
4707 you are presenting a question to me where the com¬ 
pany spent $1,250,000 and only got $1,000,000 for its 
money. As to the difference, I don’t know just exactly 
what would be the ultimate accounting. 

Q. Well, the man who spent the $1,250,000 was the first 
man to devote the property to public service. Now, what 
does the Uniform System of Accounts require with respect 
to his cost? 

A. His cost to the extent of the value of the physical prop¬ 
erties would go in electric plant in service, and the excess 
cost, if it was an intangible, would go in Account 303, 
Miscellaneous Intangibles, instead of Account 100.5, as in 
the case of the electric utility purchase. 

Q. All right. Now, to determine that fact you are going 
to value accounting, aren’t you? 

A. No, not value accounting at all. I am breaking up 
the purchase price, which is cost, and in breaking up the 
purchase price you use a value basis. I tried to explain to 
you before, if you get a going concern, when you buy it you 
first deduct the liquid assets at market value, then the 
value of the physical assets, and the residium is auto¬ 
matically called intangibles. 

Q. I notice here on page six of the Federal Power Com¬ 
mission’s Uniform System of Accounts, paragraph No. 29, 
it says: 

4708 “Original cost as applied to an electric plant 
means the cost of such a property to the person 
first devoting it to public service.” 

Is that right? 

A. Yes, sir, that is correct. 

Q. All right. Now, who was the party that first devoted 
this industrial plant to public service? 

A. The purchaser. 

Q. Jones? 

A. Yes, sir. 

Q. All right. Now, then, unless you are going to depart 
from this System of Accounts, why shouldn’t there be 
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recorded in Account 100—probably Account 100.1—$1,250,- 
000? 

A. For this reason, Judge, that if you spent $1,250,000 
and got a plant which was worth $1,000,000, the balance 
must have been for something else, just the same as when 
you buy any property you distribute the purchase price 
over what you get. 

Q. I see. 

A. Now, if you tell me that he didn’t get anything else 
but this plant—nothing else in the world but this plant— 
then I would say the value of the plant was $1,250,000, 
which ought to go in Account 100.1. 

Q. That would be original cost? 

A. Yes, sir. 

4709 Q. Now, then, and the other plant—the original 
cost of the other plant upon Jones’ books would be 

$ 1 , 000 , 000 ? 

A. That is correct, with the difference in Account 100.5. 

Q. Mr. Smith, since 1940—perhaps earlier than that— 
this Nation has experienced the lowest interest rates 

4710 in its history, hasn’t it? 

A. Oh, let’s go back a good deal before 1940. 

Q. I said 1940 or earlier. 1939. 

A. 1936. Well, after the depression, after the first 
shock of the depression was over, you had a lowering of 
gilt edge interest rates and an increase in interest rates of 
poor securities; and then after that got settled down there 
was a gradual decrease somewhere around 1938,1939,1940, 
1941, where, I believe, we reached the lowest point in the 
history of the United States. 

Q. Yes, sir. And that situation generally prevailed up 
to maybe 1946 or late 1945, isn’t that true? 

A. Later. It prevails even today, Judge, to a large extent. 

Q. Yes. 

A. I suppose it was somewhere in the Spring of 1946 or 
so that we got—no, I’d better take that back. From 1939 
up until recently we have been running along the bottom, 
and in the last year or so there has been some increase, but 
it is still not a great increase as yet. 
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Q. But there has been a tendency up? 

A. Well, there has been a tendency up, but it looks like 
it may have been stabilized now because good bonds are 
still selling under three percent, you know. 

Q. Mr. Smith, I believe you said yesterday that 

4711 amortization of 100.5 by either charges to earned 
surplus or below the line of return did not affect the 

company. Was that your statement the other day? 

A. Affect the company? 

Q. Yes, sir. 

A. I don’t know as I used that word. The company itself 
would not be harmed by amortizing these amounts in 100.5 
because it would strengthen the financial position of the 
company. 

Q. That is, it wasn’t taking any money away from the 
company ? 

A. It is more than that. It really substitutes tangible 
property for an intangible. Where you have an intangible 
on your books which is offset by capital stock, that is a 
pretty serious situation, recognized by all analysts, so 
by gradually substituting tangible property there to 
back the stock, you improve the condition of the company 
appreciably. That is generally recognized. 

Q. Suppose a company is on a prudent investment rate 
basis, and the local commission wouldn’t let it go anywhere 
else, and this intangible, the cost of which you are amortiz¬ 
ing, is a part of that rate base, would it be possible for the 
company to ever earn on this increase you talk about of 
tangibles ? 

A. Oh, yes, it would earn on the tangibles. 

4712 Q. On this increase in tangibles? 

A. Yes, sir. I assume, Judge, that if Arkansas 
Power and Light Company or anyone else spends five million 
dollars for a generating plant, that under the practices and 
law of the land they are entitled to earn on that plant I 
don’t see how you could stop them. 

Q. Suppose the five million dollars arises from cash 
generated through the depreciation reserve? 

A. Why, of course they would have to allow that prop¬ 
erty. 
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Q. Would that be- 

A. They would—Excuse me. 

Q. Would that be a prudent investment and would that 
generator be included as a part of the prudent investment 
of the company? 

A. Absolutely. 

Q. How? 

A. Under all the practices of the Federal Power Com¬ 
mission, and everybody else. 

Q. How would it? 

A. By being a part of your investment in plant. 

Q. Well- 

A. I don’t know of any commission or see how anybody 
could take a generating station which is a new generating 
station and say, “We will allow you to earn nothing 
4713 on that plant”. No, Judge. 

Q. Suppose the prudent investment rate base is 
determined from the right hand side of the ledger, what 
would you say then? 

A. My answer is still the same, that that new property 
is in the rate base. 

Now, it is true that as to property which is going out of 
service—and the depreciation on the old property—that 
is not in the rate base—but your new property is absolutely 
in the rate base. 

Q. All right. Suppose the rate base is fixed and deter¬ 
mined by the amount of your capital stock, par value, your 
bonds, and your earned surplus, and those are the measures 
of your rate base. That is prudent investment rate base, 
isn’t it? 

A. That would be a prudent investment rate base, yes, 
sir. 

Q. That is generally recognized as a prudent investment 
rate base, is it not? 

A. Unfortunately, it is not generally recognized that 
it is the usual, orthodox way of doing it. You find it done 
that way once in a while, but that is not the usual method, 
no. 
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Q. The prudent investment rate base is not the general 
method of measuring rate base, is it? 

4714 A. I beg your pardon. 

Q. The prudent investment rate base is not the 
general method prevailing? 

A. I would say that today about twenty commissions use 
the prudent investment rate base—nineteen, in fact, use 
the prudent investment basis, six consider all elements, and 
six use fair value. Now, that is information that I obtained 
in a study now underway. I don’t know about the balance 
of the commissions. 

Q. Taking the particular items that I mentioned, and 
measuring the rate base based on prudent investment—or 
measured by prudent investment—I want you to tell me how 
a company can be permitted to earn on this transfer, as you 
term it, from intangible to tangible property—the increase 
in tangible property? 

A. Very easily. When you deal with the right hand side 
of the balance sheet, your capital structure consists of bonds 
and any premium on bonds, preferred stock and any pre¬ 
mium on preferred stock, common stock and any premium on 
common stock, and surplus. That is your capital structure. 
That capital structure must be translated in terms of assets 
in order to answer your question. 

Now, in terms of assets, the new asset is in your rate 
base but the old asset, which in this case would be your in¬ 
tangible, would be the one that would be decreasing. 

4715 But that is purely a rate matter and if the Commis¬ 
sion wants to disallow that intangible that way, well 

then it is the Commission’s judgment, and you have to abide 
by it. But it isn’t the accounting that controls the thing. It 
is just the judgment of the Commission. The information 
is there. If the Commission wants to continue as in the 
same old way, allowing the intangible in the base, all it 
would have to do would be to put Account 252 in the rate 
base. You would get then the same answer. 

The new asset absolutely would be in the rate base. 

»•••••• 

4719 Q. Mr. Smith, before the recess, you were asked to 
point out in Mr. Moses’ testimony where he said that 
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by reason of competition between the Electric Bond and 
Share Company, Associated Gas and Electric Company, 
and Bvllesby, the price was bid up on certain properties 
which finally entered into the Arkansas Power and Light 
Company. Have you found that testimony? 

A. Yes, sir. 

Q. Saying where prices were bid up? 

A. Yes, sir. That is my understanding of what he said. 
I don’t know as he used those exact words, but he certainly 
said there would be an additional cost which, to me, means 
the same thing. 

Q. Where did he say that? 

A. He said that on page 118 and page 119 of the 
4720 transcript, and I would like to give you a specific 
reference as to what I have in mind. 

Q. I don’t care to get into an argument with you about his 
meaning. I just want you to pick out where he said so and 
so. 

(The witness was shown the transcript above referred to.) 

Q- This part that you have marked here, line 7 on page 
118, is that what you had reference to? 

A. That is only one part of it. 

Q. One part? 

A. Yes, sir. That is the preliminary part. 

Q. Do you have reference to the language set forth on 
page 118 of the record, beginning with line 7 and ending with 
line 15, and then on page 119, beginning with line 1 through 
line—well, we’ll say through line 19? 

A. Beginning at line 5 on page 118, continuing all the way 
down through to line 19 of page 119. 

Q. Will you point out to me where, in any of the matter 
you have referred to, the name “Byllesby” occurs? 

A. Well now, Judge, wait. I’ve got to go on. On page 
122 we find the statement: 

“At or about the same time, perhaps a little earlier, 
the Byllesby interests had already been in touch with 
the Couch interests, had they not?” 

And the answer: 

4721 “That is right.” 
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Q. “Been in touch”. Does that mean in competition? 

A. It means the same thing, Judge. To my mind it is 
the same thing, that all of them- 

• •••••• 

4722 A. I have not completed my answer to the first 
question in relation to the Associated Gas and Elec¬ 
tric Company. That is found on page 123 where the com¬ 
pany is identified. 

Q. Now, beginning on page 118, and through what you 
referred to on page 119, does that have reference to competi¬ 
tion between the Couch interests and the Mitchell interests? 
It does, doesn’t it? 

A. That is right; and the Mitchell interests being Bond 
and Share. 

Q. That’s right. The Mitchell interests being Bond and 
Share. There is no reference to Byllesby there, and there 
is no reference to Associated Gas on those pages, is there? 

A. Not, on that page, but- 

Q. Well, then- 

A. But just a moment. The same type of examination 
continued on to include the Associated Gas and Electric 
Company. 

• •••••• 


4723 Q. Now, those are the only places that you had ref¬ 
erence to when you used the language that prices were 
bid up by reason of competition between these three hold¬ 
ing company systems? 

A. Yes, sir. 

Redirect examination. 

By Mr. Wahrenbrock: 

Q. Mr. Smith, on page 3711 to 3712 of the transcript you 
stated that retirements under the 1922 System of Accounts 
of the National Association of Railroad and Utilities Com¬ 
missioners were to be priced at original cost. Have you 
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had an opportunity for further examining that System of 
Accounts? 

A. Yes. 

• •••••• 

4724 Q. Mr. Smith, do you wish to add anything to what 
you there stated as to the meaning of original cost as 

used in that System of Accounts? 

A. I do. 

Q. Will you please do so? 

A. A further review of the System of Accounts indicates 
that the words “cost”, “original cost to company”, and 
“original cost” are used therein. 

My restudy of the System of Accounts indicates the words 
are used in such a way as to create confusion as to just what 
was intended by the term “original cost”. I know from my 
experience that retirements under that System of Accounts, 
with a few exceptions, were generally made at estimated 
cost of construction. But I stated previously the interpreta¬ 
tion had no real bearing upon my conclusion that the over¬ 
charge by Arkansas Power and Light Company to the re¬ 
tirement reserve upon the disposition of the ice and water 
departments should be corrected. 

• •••••• 

4725 Q. On page 3795 you stated: 

“I don’t think a company would become insolvent 
under our System” 

referring to the Federal Power Commission’s System of 
Accounts. 

Did you mean that the System of Accounts alone would 
prevent insolvency? 

A. No. My answer was coupled with the immediately 
preceding answer in which I mentioned insolvency through 
watering accounts and paying dividends from capital. In 
other words, insolvency through watering of stock and 
paying dividends out of capital would not result under the 
Commission’s Uniform System of Accounts. 
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Obviously, insolvency resulting purely from the action 
of economic forces could occur. 

Q. On pages 3862 to 3863 and again on page 3996 of 
the transcript you indicated that the order of the Arkansas 
Department of Public Utilities was the only one to your 
knowledge of its kind. 

Have vou studied the order of the Arkansas Commission 

•r 

since your testimony was given ? 

A. Yes, sir. 

Q. Do you wish to change your testimony in re- 

4726 spect thereto? 

A. Yes, I do. Upon re-reading the opinion and 
order of the Arkansas Commission, I find that the order 
does not state intangibles shall not be amortized. The 
opinion states that the amount of the intangibles should not 
be charged off or amortized, but I find no such statement 
in the order itself. 

Q. Do you know what has—Withdraw that, please. 
Beginning on line 16 of the transcript page 3978, you said: 

“Yes, I was just going to make the statement that if 
the Arkansas Commission says you shall do this and 
nothing else, well, that’s it.” 

Will you explain what you meant? 

A. Yes. My answer was based upon the assumption 
which I thought was included in the question, that the 
Arkansas Commission had the power to require the com¬ 
pany to keep prescribed accounts and to prohibit it from 
keeping any other accounts—that is, it had the legal power 
and it had exercised that legal power. 

• • • • • • • 

4727 Q. In connection with Revised Exhibit 216, Mr. 
Cross testified, as shown in the transcript at the 

pages where that exhibit was identified and shortly there¬ 
after offered. As a result of the studies Mr. Cross made, 
which are reflected in the revisions contained in Revised 
Exhibit 216, do any of the figures which you referred to in 
your direct testimony have to be changed ? 

4728 A. Yes, sir. 
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Q. Are you in a position now to point out what 
changes should be made in those figures ? 

A. Yes, if I can get a copy of Exhibit 216, revised. 

Q. Yes. 

A. I have it here. 

Q. Do you need the original Exhibit 216? 

A. No. I have the exhibit. May I have the transcript? 
3433? Also 3490? 

Q. Yes. 

(The witness was shown the transcript above referred 
to.) 

A. On page 3433 the amount of $1,940,086.96 should be 
$1,070,586.13. 

Q. Excuse me. May I exchange copies with you, Mr. 
Smith ? I would like to keep a written record as I go through. 
Before you go forward, may I ask the reporter to read 
that last answer, please? 


A. And the figure on line 11 of that page, of $4,307,113.08 
becomes $5,176,613.91. 

4729 And then on page 3490, line 14, the figure $1,940,- 
086.96 becomes $1,070,586.13. 

The figure on line 20, of $1,903,126.96 becomes $1,033,- 
626.13. 

Then on page 3491, the figure on line 3 of $1,940,086.96 
becomes $1,070,586.13. 

Now, similar changes, of course, should be made where 
the corresponding figures appear in my cross examination. 

Q. With those changes in the figures to which you have 
referred, does the testimony in which those figures occur— 
the answers in which those figures occur—do those answers 
remain the same? 

A. Yes, sir, they do. 

Q. On your cross examination this morning, Mr. Smith, 
Mr. Lasley put to you some questions with respect to the 
accounting method of recording a $500,000 loss suffered by 
a utility due to the failure of a bank in which its funds were 
deposited, and subsequently asked you for the accounting 
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treatment by which would be recorded a $500,000 amortiza¬ 
tion of amounts recorded in Account 100.5. 

Will you explain what the difference is between the ac¬ 
counting treatment of what is shown in the one case and 
the accounting treatment of what is shown in the other case? 

A. While the entries are similar, the substance is differ¬ 
ent. In the case where you lose $500,000 in a bank, 

4730 that means $500,000 of good assets have gone from 
you. In the case of amortizing amounts in 100.5, 

that means your $500,000 is retained in the business. There 
is quite a substantial difference as far as the financial con¬ 
dition of the company is concerned. 

Q. Mr. Lasley asked you some questions this morning 
about the meaning of uniformity in accounting, and then 
asked you some further questions with respect to similar 
generating plants, one costing the person who first put it 
to public use—first devoted it to public service—a million 
dollars; the other costing the person who first devoted it to 
public service a million two hundred and fifty thousand 
dollars. I haven’t attempted to state all of the ramifica¬ 
tions of his questions and his assumptions, but do you re¬ 
call that testimony? 

A. Yes, I do. 

Q. Will you explain whether, in the portion of that testi¬ 
mony in which you testified that in the one case the plant 
would be recorded at an orginal cost of one million dollars, 
and in the other case the similar plant, due to a different 
history—the history of purchase or transfer of ownership— 
would be recorded at an original cost of one million two 
hundred and fifty thousand dollars—whether that means 
that there is any lack of uniformity in accounting treatment 
as between the two instances? 

4731 A. There is no lack of uniformity. In fact there is 
uniformity, because the transaction whereby the plant 

owned by the public utility was acquired would be accounted 
for uniformly in the same manner throughout the United 
States. In the transaction whereby the generating plant 
was acquired from a manufacturer or nonutility, why, that 
transaction would be accounted for uniformly by utilities 
throughout the country. 
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4732 Q. On cross examination Mr. Laslev asked you as 
to the effect on the company and stockholders of 

amortizing amounts in account of 100.5 and of not amortiz¬ 
ing amounts in account 100.5. 

Have you had Exhibit 228 prepared to show the effect 
of amortizing and not amortizing amounts in account 100.5 
under certain assumed conditions? 

A. Yes, sir. 

Q. Will you please explain sheet 1 of Exhibit 228 for 
identification? 

A. Sheet 1 is an assumed balance sheet as of December 
31, 1940. It shows electric plant in service at $1 million. 
That is original cost. The cost of intangible plant is 
$500,000. Total assets, $1,500,000. 

It shows bonds of $1 million, and stock of $500,000. The 
balance sheet, of course, would indicate a very poor 

4733 condition because tangible plant would be mortgaged 
100 per cent and the entire capital stock would be 

represented by intangibles. I believe the assumptions are 
reasonable for the purpose of illustration. 

Q. Returning to sheet 2 of Exhibit 228 for identification, 
will you please similarly explain that sheet? 

A. The balance on sheet 2 is as of 15 years after the 
balance sheet shown on sheet 1. 

Q. For the same company? 

A. Yes. It assumes that depreciation in the amount of 
$400,000 has been set up during the period, and that the 
so-called depreciation funds have been reinvested in plant. 
It also assumes that intangibles were amortized over that 
15-year period. 

Based on these assumptions there will be noted that the 
original electric plant with the original cost of $1 million 
is shown that the additional plant acquired from $400,000 
of so-called depreciation funds is added to it, giving total 
plant of $1,400,000, from which there is deducted the 
reserve for depreciation of $400,000, leaving net tangible 
plant at $1 million. In other words, that shows that de¬ 
preciation accounting keeps the investment intact. 

The intangible plant is stated at $500,000. But inasmuch 
as that plant has been amortized during the period, there is 
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a reserve of the same amount. Deducting the reserve 

4734 for amortization from intangible plant shows zero 
in the balance sheet as net intangible plant. 

On the other hand, through the process of amortization, 
there has been retained in the business tangible assets of 
$500,000, perfectly good assets. They may be invested in 
plant or may be government bonds or anything else. 

Turning to the liabilities side, we see bonds in the amount 
of $1 million and stock in the amount of $500,000. The stock 
is backed by good tangible assets. In addition, it has what¬ 
ever equity there may be in the value of the intangible 
plant. 

Q. Now, will you please explain, Mr. Smith, with respect 
to sheet 2, what the situation is so far as the stockholders 
are concerned, if the intangibles have actually become worth¬ 
less during that period of time. 

A. If thev have become worthless the stock nevertheless 
is unimpaired because in the meantime you have $500,000 
of good assets back of the stock. 

Q. What would be the effect of the accounting on the stock 
under the prudent investment method of rate regulation ? 

A. It would depend entirely upon what the Commission 
having jurisdiction did in the way of computing rate base. 
There is no reason why the Commission, if it wanted to, could 
not take $1 million net tangible plant, $500,000 of intangible 
plant, and $500,000 of other assets which I said before 

4735 might be plant assets, and get a rate base of $2 
million, which will, of course, inure greatly to the 

benefit of the common stockholders. On the other hand, if 
the Commission felt that, if the Commission felt the time 
had arrived when the intangibles should not be in the rate 
base, the rate base would consist of $1 million plus the 
$500,000 of other tangible assets, a rate base of $1,500,000, 
which still would give a fair return on the common stock of 
the company and save the common stock whole. It is purely 
a question of rate-making. 

Q. The accounting treatment reflected on sheet 2 of 
Exhibit 228 for identification is not controlling for rate- 
making purposes? 

A. It gives the facts but it is not controlling. 
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Q. Turn now, if you will, please, to page 3 of Exhibit 228 
for identification and explain that sheet. 

A. That sheet is based upon the assumption that de¬ 
preciation of $400,000 has been set up, and the amount 
invested, that is, the so-called depreciation funds is in¬ 
vested, in electric plant and that the intangible plant has 
disappeared. It is gone, but has not been amortized. But 
inasmuch as it has gone it must be charged off the books. 
It will be seen that the electric plant is stated at $1 million, 
the original plant, plus the $400,000 acquired from the so- 
called depreciation funds, giving total electric plant 

4736 of $1,400,000, from which the reserve for depreciation 
in the amount of $400,000 is deducted, leaving a net 

plant of $1 million. The intangible asset is gone. 

On the other hand no other, tangible assets have taken 
its place because amortization was not practiced. 

On the liabilities side, bonds outstanding of $1 million 
are shown. The stock will be zero because the loss on the 
intangibles will wipe out the capital stock equity entirely. 
Obviously, under such circumstances, the company will be 
in a very bad financial condition and a reorganization will 
be the only resort. 

Q. Will you compare in a word, I think it follows from 
what you said, the position of the stockholders where 
amortization of the intangibles has been practiced as shown 
on sheet 2, and where it has not been practiced, as shown 
on sheet 3? 

A. The difference is between having an investment and 
not having any at all. 

Mr. Wahrenbrock: No further questions on redirect. 
Recross-examination. 

4737 Q. W’here did this $500,000 called tangible assets 
resulting from amortization accouhting come from? 

A. From rates, and revenues the company received. 
Good cash. 

Q. If it had not been amortized it would have been stock¬ 
holders’ equity? 

A. It might have been dissipated in dividends; yes, sir. 
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Q. I didn’t say “dissipated”. I said it must have been 
in the stockholders’ equity. 

A. That would be changing the assumptions. 

Q. Wait a minute. I am not asking you to change any¬ 
thing. 

If it had been left in the business it would have been a 
stockholders’ equity, would it not? 

A. The same as it is here. 

Q. Wait a minute. Wouldn’t it have been a stockholders’ 
equity and entered on the column on the right-hand side 
as earned surplus if it had not been paid off and had not 
been used in amortization ? 

A. If it had not been paid out in dividends ? 

Q. Yes, used in amortization. 

A. Using it in amortization would not make any 
difference. 

4738 Q. Where would it be recorded? 

A. If the company had not amortized this amount 
at all, and had not paid out all earnings in dividends? 

Q. And not paid out this $500,000 in any way. 

A. Not the $500,000. I assumed it paid all earnings in 
dividends. But if I change the assumptions to say that 
it had not paid it out but had retained the $500,000, that 
would appear as surplus. 

Q. And would have been the stockholders’ equity? 

A. That is stockholders’ equity. As the assets become 
worthless- 

Q. (Interposing) W T e will get to the worthless proposition. 
You have been trying to make them worthless ever since we 
started. 

A. I am not making the company worthless; I am trying 
to improve the company, as is well known to all. 

Q. You are trying to make intangible assets worthless. 

A. That is the wrong interpretation. 

Q. Let us get back to this question, Mr. Smith: 

This $500,000 that we had, had it not been paid out, it came 
from earnings, did it not? 

A. Yes. 

Q. And if it were not paid out in dividends and had not 
been used for amortization, it would have been in 

4739 earned surplus? 
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A. Yes, sir. 

I have a little difficulty with “not being used in amortiza¬ 
tion. ’ ’ You do not use cash as such in amortization. That is 
a bookkeeping entry. 

Q. If it had not been applied to amortization, it would 
have been in earned surplus? 

A. If you had not practiced amortization accounting, the 
earned surplus would have been that much higher. 

Q. That much higher? 

A. Yes, sir. 

Q. And any cash represented by it would have been there 
in the business, would it not? 

A. Yes, if you were to retain the same cash; it would be 
the same thing. 

Q. And $500 ,006 in earned surplus would have repre¬ 
sented stockholders’ equity? 

A. Yes, sir. 

Q. All right. 

• •••••• 


4740 Q. Now, the stockholders that started in your sup¬ 
posititious company here, by putting $500,000 capital in 
it, didn’t they? 

A. Yes. 

Q. Now% then, instead of crediting this to surplus, they 
amortized, used it in amortization accounting. When that is 
completed, stockholders have put a million dollars in the 
business, haven’t thev? 

7 V 

A. I don’t think they put a million dollars in the business. 

Q. Why ? 

A. Because the stockholders when they buy stock buy 
future earnings and the part that they pay should be charged 
to those future earnings, I think, year in and year out, and 
not w r ait for it to become a loss at some future time. There 
is no more reason in my opinion not to charge revenues 
with the cost of your intangible, the proper portion of them, 
than there is to fail to charge the proper portion of the cost 
of intangible assets against the revenue of them. 

• • • • . • • • 
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4741 Q. You would have had stock of $500,000. 

A. If vou did not amortize it ? 

w 

Q. Yes, and were carrying it as an earning asset and 
it was earning just like every other tangible asset you had, 
you would have stock of $500,000, would you not! 

A. Yes. 

Q. And would have had surplus of $500,000! 

A. You are assuming now you are leaving the earnings 
in the business? 

Q. Yes. 

A. Yes, sir, of course. 

Q. All right. That would have made the stock equity 
there a million dollars, would it not ? 

A. That is right. On the books would be $1 million. 

Q. Who did that stock equity belong to? 

A. To the common stockholders. 

Q. You wind up here with your amortization in which 
they have contributed the first $500,000 in stock and con¬ 
tributed another $500,000 in the way of earnings, and you 
wind up with a stock equity of $500,000, do you not ? 

4742 A. You have got the same stock equity in both cases 
because the fact controls. Whatever that earning 

asset is, that is your equity. That is you real equity as far as 
the books are concerned. It shows $500,000, not a million 
dollars. But the real equity is whatever these asset earnings 
are. The real equity would depend upon what happens to 
the intangibles. 

Q. I told you the intangibles earn just like tangibles did. 

A. In either case, whether you amortize it or not, the real 
equity is in the earning power. It is there, whether you 
amortize it or not. But as soon as it has gone and you don’t 
have a cushion to provide for it, you encounter difficulties. 

Q. Would the book value of that stock be the same in both 
instances? 

A. No, sir, it would not be the same. 
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3503 Russell C. Rainwater was called as a witness, and 
having been first duly sworn, was examined and 

testified as follows: 

Direct examination. 

By Mr. Wahrenbrock: 

3504 1. Q. Will you state your name and address. 

A. Russel C. Rainwater. I live in Silver Spring, 
Maryland. 

2. Q. What is your present position with the Federal 
Power Commission. 

A. I am Chief of the Division of Original Cost of the Fed¬ 
eral Power Commission. 

3. Q. And how long have you directed the work of the 
Division? 

A. I have directed the work of the Division of Original 
Cost since June 1942, when I became the Acting Chief. In 
May, 1943,1 became Chief of the Division. 

4. Q. Will you state for the record your educational 
background, and accounting experience? 

A. I am a graduate in accountancy from the Walton 
School of Commerce, Chicago, Illinois, and from Columbus 
University School of Accountancy, District of Columbia. I 
received Bachelor’s and Master’s Degrees in Accountancy 
from Columbus University. I have also had approximately 
three and one-half years of study in the University of Illi¬ 
nois and St. Louis University. Since July 1931, as the re¬ 
sult of an examination I have held a certificate granting me 
the right to practice as a public accountant in the 

3505 State of Illinois. Begimiing with the year 1918, I 
was employed for approximately three years as an 

accountant for the Southern Illinois Light & Power Com¬ 
pany, now the Illinois Power Company. I resigned from 
that position in August 1921 to enter the Service of the 
Illinois Commerce Commission as a member of its account¬ 
ing staff, which employment extended continuously for fif¬ 
teen years. I left the service of the Illinois Commerce Com¬ 
mission on July 31,1936, in order to join the accounting staff 
of the Federal Power Commission, with which I am still 
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associated. During the fifteen-year period of my service 
with the Illinois Commission, I made examinations of every 
type of utility under that Commission’s jurisdiction. This 
included audits of electric, gas, steam heating, water, elec¬ 
tric railroad, steam railroad, telephone, telegraph, and 
motor carrier companies. Such examinations were made 
in connection with rate proceedings, issues of securities, 
purchases and sales of properties, and other matters. Be¬ 
tween 1922 and 1936,1 testified in about fifteen cases before 
the Illinois Commerce Commission. The first case in which 
I testified, I believe, was the case of the Spring Valley Utili¬ 
ties Company, in a hearing before the Illinois Commission 
held in October 1922. In 1932, I testified in the so-called 
Chicago Telephone Case before a Federal Statutory 
court. 


• •••••• 


3506 Immediately following the trial of the Chicago 
Telephone case in 1932, I was loaned by the Illinois 

Commission to the Ohio Public Utilities Commission to as¬ 
sist in the preparation and trial of a case involving telephone 
rates of the Ohio Bell Telephone Company. * * * In July 
1936,1 testified in a rate proceeding before the Illinois Com¬ 
mission involving electric rates of the Commonwealth Edi¬ 
son Company of Chicago. 

As previously stated, I entered the employ of the Federal 
Power Commission in August 1936. From that date to the 
end of the year 1939,1 was Chief Examiner of Accounts on 
the staff of the Division of Accounts. When I started with 
the Federal Power Commission, it was preparing to put into 
effect its new Uniform System of Accounts for electric 
utilities. During the next two or three years I was engaged 
with other staff members under the general direction of 
the Chief Accountant and the Chief of the Bureau 

3507 of Accounts, Finance & Rates in drafting supplemen¬ 
tary regulations and procedures to make the new 

system of accounts effective. These included a condensed 
account classification for the smaller electric utilities, 
Classes C and D; list of units of property for retirement 
purposes; Regulations for the Preservation of Records; 
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and a uniform annual report form. All of these accounting 
regulations and forms were developed in cooperation with 
the Committee on Statistics and Accounts of the National 
Association of Railroad and Utilities Commissioners. Dur¬ 
ing this three-year period I also drafted informal interpre¬ 
tations of the system of accounts when requests therefor 
were made by the utilities. This work was carried on under 
the supervision of the Commission’s Chief Accountant 
in cooperation with the Committee on Statistics and Ac¬ 
counts of the NARUC. On January 1, 1940, I was trans¬ 
ferred to the Division of Original Cost of the Federal Power 
Commission as Assistant Chief of that Division, which posi¬ 
tion I held until I became head of the Division in June, 1942. 

The Division of Original Cost was organized late in 1938 
to administer the original cost provisions of the Commis¬ 
sion’s Uniform System of Accounts for electric companies. 
The functions of the Division were later on expanded to 
cover the administration of the original cost provisions of 
the Commission’s Uniform System of Accounts for Natural 
Gas Companies which became effective January 1, 
3508 1940. In August 1946, the Commission authorized 
certain functional and organizational changes which 
resulted in the Division of Original Cost being vested with 
the responsibility for investigating the original cost of all 
hydroelectric projects under licenses granted by the Com¬ 
mission. The Division of Original Cost as presently con¬ 
stituted is comprised of accountants and engineers engaged 
in the review of original cost studies submitted by electric 
utilities and natural gas companies and of project cost 
claims submitted by licensees under the Commission’s juris¬ 
diction. This Division is one of five divisions in the Bureau 
of Accounts, Finance and Rates of which Mr. Chas. W. 
Smith is the head. 

My duties as Assistant Chief of the Division of Original 
Cost included the review of the reports prepared by the field 
staff on the examination of the reclassification and original 
cost studies filed by electric utilities and natural gas com¬ 
panies in compliance with the Commission’s Uniform Sys¬ 
tem of Accounts and related orders. When I entered the 
Division in 1940, only two staff reports on examinations of 
company original cost studies had been issued to that date. 
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From that time to January 31,1948, examinations had been 
completed and reports made on 187 electric studies and 
seventeen gas studies with plant accounts which aggregated 
approximately $6,800,000,000. I have reviewed all of these 
reports. In a good many of the examinations I supervised 
the field work. 

3509 During the period of my service with the Federal 
Power Commission I have testified in original cost 

proceedings, involving Indiana Hydro-Electric Power Com¬ 
pany and The Montana Power Company. I also testified 
before the Commission in a proceeding involving Niagara 
Falls Power Company. 

5. Q. What are your present duties? 

A. Under the general direction of the Chief of the Bureau 
of Accounts, Finance and Rates, my present duties include 
the organizing, planning, and supervising of the various 
activities of the Division of Original Cost. 

6. Q. Mr. Rainwater, prior to the issuance in June 1943 
of the report of the Division of Original Cost covering the 
field examination of Arkansas Power & Light Company’s 
reclassification and original cost studies, did you have 
occasion in connection with your official duties to review that 
report? 

A. I did. 

7. Q. Did you approve the report? 

A. Yes, sir, I did. 

8. Q. That report is the one which was served upon the 
company by the Commission’s show Cause Order of June 15, 
1943, and is Item B in this proceeding? 

A. Yes, sir. 

9. Q. Mr. Rainwater, will you please state whether a sup¬ 

plemental staff report relative to the company’s 

3510 original cost studies was completed by the Commis¬ 
sion’s staff during September 1944 and the circum¬ 
stances occasioning the issuance of such report? 

A. The company on September 18, 1943, filed a detailed 
response (Item C) to the Commission’s Show Cause Order 
of June 15,1943. The supplemental report of the Commis¬ 
sion’s staff resulted from the review of the Company’s re¬ 
sponse which contained information not previously sub¬ 
mitted to the staff. 
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10. Q. Did you also approve the supplemental staff 
report? 

A. Yes, sir, I did. 

11. Q. This report is the one which was served upon the 
company by the Commission’s Show Cause Order of Sep¬ 
tember 27, 1944 and is Item D in this proceeding? 

A. Yes, sir. 

12. Q. Have you read the company’s response which was 
filed on November 27,1944 to the Commission’s Show Cause 
Order of September 27, 1944, which response is Item E in 
this proceeding? 

A. Yes, sir, I have. 

13. Q. Are you familiar with the Stipulation dated Janu¬ 
ary 9,1948, which is Exhibit 1 in this proceeding? 

A. Yes, I recommended the signing of the Stipulation 
from an accounting viewpoint and am familiar with its 
contents. 

14. Q. Are you also familiar with the letter dated Janu¬ 
ary 9, 1948, submitted to Counsel for the company in clari¬ 
fication of the issues respecting “system cost” in- 

3511 volved in this case, this document being Item F in this 
proceeding? 

A. Yes, I recommended the submission of that letter from 
an accounting viewpoint. 

15. Q. Will you please state whether you have heard or 
read the testimony of the company’s accounting witnesses 
in this case ? 

A. I have heard or read all of the testimony given in this 
case by the company’s accounting witnesses, Messrs. Goll, 
Kittleman, Grady, Bell, and Bickley. I have also examined 
the exhibits introduced by the witnesses Goll and Kittleman. 

16. Q. Did you hear the testimony of Messrs. C. H. Moses 
and C. S. Lynch? 

A. I have heard or read all of Mr. Moses’ testimony and 
have heard or read a considerable portion of that given by 
Mr. Lynch. 

17. Q. What was the amount shown as excess o ver original 
cost of the company’s properties in the supplemental staff 
report, Item D, in this proceeding? 

A. The total excess over original cost of the company’s 
properties as of January 1, 1937, was found in the supple- 
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mental staff report to be $21,174,256.69 of which $11,881,- 
199.23 was classified in Account 107, Electric Plant Adjust¬ 
ments, and $9,293,057.46 in Account 108.15, Common Utility 
Plant Acquisition Adjustments. 

18. Q. According to the stipulation, Exhibit 1 in 

3512 this proceeding, the total excess over original cost 
should be increased, should it not! 

A. Yes, the stipulation shows certain additional adjust¬ 
ments aggregating $181,282.06, which increased the total 
excess over original cost of the company’s utility plant as 
of January 1,1937, to $21,355,538.75. 

19. Q. What is the total agreed excess over original cost 
of the company’s properties remaining as of December 31, 
1946, according to page 2 of the stipulation! 

A. The remaining excess as of December 31, 1946, is 
$7,828,587.83. This amount remains after effect is given 
to write-offs or dispositions aggregating $13,526,950.92 
during the period from Januarv 1, 1937 to December 31, 
1946. 

20. Q. Was the disposition of the $13,526,950.92 properly 
made in your opinion ! 

A. I do not agree with the transfer of certain amounts of 
the excess over original cost to the Capital Transportation 
Company but in view of subsequent write-offs of a substan¬ 
tial portion of this excess as set forth in the stipulation, this 
item may work itself out in the near future and is therefore 
not at issue in this proceeding. I also disagree with certain 
charges which were made to the company’s depreciation 
reserve in connection with sales during 1942 of its remain¬ 
ing water and ice properties. I am familiar with the reserve 
allocation made by Mr. Chas. W. Smith, which dis- 

3513 closes a net over-charge of $2,366,885 to the depre¬ 
ciation or retirement reserve in connection with these 

property transactions. In my opinion the company’s re¬ 
serve has been improperly charged with amounts aggregat¬ 
ing not less than $2,366,885. 

21. Q. State whether in your opinion any accounting ad¬ 
justments should be made to eliminate this over-charge! 

A. I believe the company should be required to appro¬ 
priate from surplus $2,366,885 to be added to the deprecia¬ 
tion reserve to offset the over-charge. This appropriation 
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should be made from earned surplus, unless capital surplus 
of sufficient amount is created through a reduction in com¬ 
mon stock or some other appropriate method. It would be 
proper to provide for the $2,366,885 through capital surplus 
in view of the fact that the company’s present earned sur¬ 
plus has originated since 1944, and the loss on the property 
sales occurred prior to that date. 

22. Q. Returning now to the excess over original cost of 
$7,828,587.83 remaining as of December 31, 1946, as per the 
stipulation, are there certain amounts included in this total 
on which complete agreement was reached between the staff 
and the respondent? 

A. Yes, the total includes amounts of $112,371.76, $612,- 
000.00 and $857,016.03 which are described in the stipulation. 
The latter amount of $857,016.03 is stated in the stipulation 
to have been reduced to $557,060.43 as of Januarv 1, 
3514 1948. 

23. Q. What in your opinion would be the proper 
disposition of the three amounts just mentioned? 

A. The amounts of $122,371.76, $612,000.00 and the re¬ 
mainder of $557,060.43 which aggregate $1,281,432.19 should 
be eliminated immediately from the company’s plant ac¬ 
counts by a charge to Earned Surplus or to Capital Sur¬ 
plus, if properly created. My view that these three amounts 
should be immediately removed from the Company’s plant 
account is due to the nature of the items. The amounts of 
$112,371.76 and $612,000.00 are excesses over original cost 
associated with the company’s licensed project. This Com¬ 
mission on November 17,1947, made a formal determination 
(Item H) as to the actual legitimate original cost of this 
project and directed that the company’s plant account be 
recorded on the basis of such determination. These 
amounts of $112,371.76 and $612,000.00 being in excess of 
such determined legitimate cost have no place in the com¬ 
pany’s accounts and shonld be eliminated. In regard to 
the other amount of $557,060.43 this is the remaining profit 
on fees paid to Electric Bond & Share Company and Phoenix 
Utility Company, affiliates of Arkansas Power & Light Com¬ 
pany. In my opinion this inter-company profit is a write-up 
which should be immediately removed from the plant 
account. 
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24. Q. Excluding the three items covered by the 
3515 stipulation, what is the remaining excess over origi¬ 
nal cost which is in dispute as to classification and 
disposition? 

1 A. The remaining excess over original cost after exclud¬ 
ing the three items covered by the stipulation is $6,247,- 
200.04. This amount is set forth under paragraph 3 of the 
stipulation. 

25. Q. In regard to the classification of the $6,247,200.04, 
please state whether you have an opinion as to the appropri¬ 
ate classification of that amount? 

A. Yes, I do. 

26. Q. What is the basis for that opinion? 

A. I am familiar with Exhibit 216 which has been testi¬ 
fied to by Mr. Cross and 'which shows that the remaining 
excess over original cost should be classified as follows: 

Account 100.5 $4,307,113.08 

Account 107 1,940,086.96 


Total $6,247,200.04 

27. Q. Do you agree with that classification and, if so, 
please explain. 

A. The amount $1,940,086.96 comprises two items, namely, 
$36,960.00 pertaining to the Dumas acquisition which the 
respondent has agreed is classifiable in Account 107 and 
$1,903,126.96 pertaining to the Arkansas Central Properties 
the classification of which is in dispute, but which the staff 
considers to be an intercompany profit or write-up 
3516 properly classifiable in Account 107. 

Mr. Cross has testified to the detailed calculations 
which resulted in the conclusion that the cost to the Electric 
Bond & Share system of the Arkansas Central utility prop¬ 
erties as of October 31, 1926, date of transfer to Arkansas 
Power & Light Company, was $8,276,025.63 and this indi¬ 
cated an intercompany profit or write-up of $3,565,007.26 as 
of that date. Dispositions from October 31, 1926 to De¬ 
cember 31, 1947, have reduced this write-up $1,661,880.30 
leaving an amount of $1,903,126.96 remaining as of the latter 
date. I have reviewed the detailed calculations prepared 
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by Mr. Cross in connection with the allocation of the Na¬ 
tional Power & Light Company basket purchase of securities 
and believe that the methods used, in determining the actual 
cost of the entire basket and the allocation of a portion 
thereof to the Little Rock properties are proper and result 
in a reasonably accurate determination of the system cost 
of the properties. This system cost study does, however, 
involve acceptance without verification of the recorded cost 
of plant additions during the period from January 1, 1922 
to October 31, 1926, and which aggregated over $2,000,000. 
The staff was compelled to accept these figures without 
making an audit of them due to the fact that the essential 
books and records of the Little Rock and Arkansas Central 
Companies were never made available to the staff, as re¬ 
quested by it. 

3516a 28. Q. Will you please state your reason for not 

accepting the $4,000,000 price for the Arkansas Cen¬ 
tral securities, claimed by Respondent as representing the 
cost of the securities to Arkansas Power & Light Company? 

A. The $4,000,000 was a price for the Arkansas Central 
securities agreed upon by a committee composed of two 
members of the Board of Directors of National Power & 
Light Company and two members of the Board of Directors 
of Electric Power & Light Corporation. No information 
has been submitted to the Commission’s Staff which in my 
opinion indicates that the $4,000,000 was an allocation of 
cost to National. As I view the transaction the $4,000,000 
represented a determination of the value of the securities as 
of 1925, made by persons who represented associated inter¬ 
ests. The price was not the result of arms’-length bargain¬ 
ing nor was it a value fixed by independent parties. This 
Commission’s staff questioned the $4,000,000 in the supple¬ 
mental staff report but at that time had not made a study 
to determine the system cost; in lieu of such a study the 
staff eliminated $1,864,929.35 representing the amount of 
the known write-up in 1923, when Arkansas Central Power 
Company was organized. The staff did not make a system 
cost allocation for the Arkansas Central properties until 
after the present proceeding showed that the respondent 
intended to rely on the $4,000,000 price as establishing the 
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cost of the Arkansas Central securities. When it be- 

3517 came evident from Mr. Goll’s testimony that he had 
not made and did not intend to make an allocation 

of the basket transaction to determine the true system cost 
the Commission’s staff undertook the burden of making 
this study. 

29. Q. As to the amount of $4,307,113.08 set forth in Ex¬ 
hibit 216 which is properly classifiable in Account 100.5 do 
you have an opinion as to the nature thereof ? If so, please 
state. 

A. Yes, in my opinion the amount of $4,307,113.08 
properly classified in Account 100.5 is in the nature of a 
general intangible of uncertain life. 

30. Q. Will you please state rather fully the reasons for 

vour view? 

* 

A. From information obtained bv our staff from the 
company’s files pertaining to the property acquisitions, 
together with the testimony of company witnesses in this 
case and of the witness, Mr. F. M. Wilkes, I formed an opin¬ 
ion that the amount classifiable in Account 100.5 is in the 
nature of an intangible of uncertain life. In seeking to 
determine the nature of the amounts includible in Account 
100.5, I have had to depend upon such data as our staff 
found in the company’s files, together with that elicited 
from the company witnesses on cross examination and from 
the Witness Wilkes. No data have ever been submitted by 
the company to show the specific elements of property 

3518 values which were considered in purchasing the 
properties. 

Speaking generally with respect to all of the property 
acquisitions to which the $4,307,113.08 relates, it is my 
opinion that the excess was paid to eliminate actual or 
potential competition for territory, to obtain territorial 
rights of others and to secure franchises. All of these ele¬ 
ments are closely related and may be considered broadly 
within the category of prospective earning power. 

Now speaking specifically but confining myself to the 
principal acquisitions I should like to take up first the South¬ 
ern Power and Light Company properties which were ac- 
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quired from the Couch interests. The exact amount classi¬ 
fied by the company in Account 100.5 with respect to the 
Couch properties is not ascertainable at the present date 
because of subsequent reclassifications and dispositions but 
as of 1926, the amount was approximately $4,500,000. This 
is the largest single acquisition and accounts dollarwise 
for the major portion of the amounts includible in Account 
100.5. In my opinion elimination of competition, actual or 
potential, was an important factor in the purchase of the 
Couch properties. Mr. Moses and Mr. Wilkes testified that 
the Couch group and the so-called Little Rock interests of 
Electric Bond & Share were competitors for various utility 
properties which finally entered into Arkansas Power & 
Light Company. When Electric Bond & Share acquired 
the Gouch properties in 1925, which were shortly 
3519 afterwards consolidated with the Little Rock proper¬ 
ties to form the present company, it was eliminating 
the only formidable competitor in the territory being served. 

Mr. Moses testified that the Byllesbv interests and As¬ 
sociated Gas and Electric Company, both large holding com¬ 
pany groups, were also trying to acquire the Couch proper¬ 
ties and competed with Electric Bond & Share in acquiring 
them. Another major factor, in my opinion, was the pros¬ 
pect of realizing large earnings from acquiring the right 
to furnish utility service in a territory in which there was 
no rate regulation. Company witnesses have testified that 
prior to 1925 the State of Arkansas had lagged behind 
other sections of the country in tying together isolated 
properties into large utility systems. The prospect of 
realizing the benefits of enhanced earnings by combining the 
Arkansas Central and Couch properties and tying them 
together as well as isolated properties in the same general 
area was undoubtedly a factor in the acquisition of the 
properties of Southern Power & Light Company. There is 
no indication that the purchaser made any appraisal of the 
physical properties. Such data as are available indicate 
that the excess resulting from the purchase of the Couch 
properties is an intangible of the general nature previously 
mentioned. 


1542 


In regard to the Arkansas Central properties the studies 
made by our staff of system cost and which have been 

3520 testified to by Mr. Cross indicate a small excess over 
original cost as of 1926 but due to subsequent disposi¬ 
tions and reclassifications no amount with respect to this 
acquisition remains in Account 100.5 as of 1947. 

Now turning to the group of properties which were ac¬ 
quired by Frank A. Reid on behalf of Electric Power & 
Light Corporation during 1925 and 1926 and which were 
turned over to Arkansas Power & Light Company at its 
formation, these properties were acquired substantially in 
excess of original cost. The total excess was approximately 
$960,000. These were scattered properties which in my 
opinion were purchased primarily for their prospective 
earning power, and because they would round out the terri¬ 
tory of the purchaser. Searcy was in this group for which 
the Arkansas Central and Couch interests were competing. 
Hazen and DeValls Bluff were also in this group. Exhibits 
in this case and the testimonv of Mr. Moses and Mr. Wilkes 
indicate that the Couch and Arkansas Central groups were 
competing for these properties. In my opinion this competi¬ 
tion had the effect of increasing the purchase price and 
consequently the amount of the intangible includible in 
Account 100.5 with respect to these properties. 

Now turning to the Vernon B. Walters properties which 
were acquired during 1929, and on which, at date of acquisi¬ 
tion, there was an acquisition adjustment of over $400,000, 
these properties located in a large number of small 

3521 towns were purchased by a nominee of Electric 
Power & Light Corporation from four principal 

sellers, namely, Southern Edison Company, Arkansas Pub¬ 
lic Service Company, North Arkansas Power Company and 
Southwestern Gas and Electric Company. From docu¬ 
ments which our staff has been able to locate concerning 
these properties and which have been introduced in evidence 
and from the testimony of the witnesses, Stanfield, Wolfe 
and Wilkes, it is my belief that the excess over original 
cost resulting from this acquisition relates to purchase of 
territorial rights, buying out competition for territory and 
purchase of potential earning power. 
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Another major acquisition was the Wilson property. 
The purchase of this property in 1930 resulted in an acquisi¬ 
tion adjustment of approximately $1,000,000 as compared 
with an original cost of roughly $632,000. Mr. Wilkes, who 
participated for Arkansas Power & Light Company in the 
negotiations with the Wilson interests testified regarding 
this acquisition. (Record 2089-2098). He stated that the 
major consideration in buying the property was the benefits 
which might be realized from future development of the 
territory. His testimony showed that the value of the 
physical property was less thau original cost and this indi¬ 
cated that the resulting excess over original cost was in the 
nature of purchased intangibles representing essentially 
prospective earning power. The testimony also 

3522 showed that there was an outside interest bidding 
for the property which must have increased the pay¬ 
ment for intangibles. For all of the various reasons just 
mentioned, it is my opinion that the excess of $4,307,113.08 
now remaining in Account 100.5 constitutes intangibles of 
the nature which I have described. 

31. Q. In your opinion, what disposition, if any, should 
be made by Arkansas Power & Light Company of these 
amounts classifiable in Account 100.5, which are associated 
with intangibles? 

A. In my opinion, such amounts should be amortized 
over a period, not to exceed 15 years beginning with the 
year 1944 by charges to Account 537, Miscellaneous Amorti¬ 
zation or to Account 414, Miscellaneous Debits to Surplus. 
The offsetting credits to such charges may be applied di¬ 
rectly as a reduction of the asset account or be set aside 
as provisions towards the eventual write-off of the asset in 
Account 252, Reserve for Amortization of Electric Plant 
Acquisition Adjustments. 

32. Q. Does your recommendation that the company 
amortize the amounts classifiable in Account 100.5 conform 
to generally accepted principles of accounting? 

A. Yes, in my opinion it does. 

33. Q. Please explain. 

A. The recommendation is based upon my experience in 
public utility accounting extending over a period 

3523 of approximately thirty years, my special experience 
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during the last eight years in connection with admin¬ 
istration of the plant accounting provisions of the Commis¬ 
sion’s Uniform System of Accounts for electric utilities, 
the writings of accounting authorities, and the prevailing 
practices of electric utilities with respect to intan¬ 
gibles. 

3524 34. Q. Will you please state whether your recom¬ 
mendation conforms with prevailing practices under 

the Commission’s Uniform System of Accounts? 

A. During the period of my association since 1940, with 
the work of the Commission’s Division of Original Cost I 
have participated in conferences with officials of approxi¬ 
mately 125 separate companies relative to disposition of 
Account 100.5 amounts. As the result of informal agree¬ 
ments reached at those conferences and subsequently ap¬ 
proved by the Commission the companies have disposed of 
Account 100.5 or started amortization thereof over a period 
of years. The prevailing practice has been to amortize 
Account 100.5 over a period not to exceed fifteen years by 
charges to Income Account 537, or to earned surplus. I 
have knowledge of this practice not only because of par¬ 
ticipation in conferences when the disposition plans were 
worked out but also through the review of certified copies 
of journal entries which are filed annually by the companies 
with the Commission pursuant to provisions of the Commis¬ 
sion’s orders. The Commission’s files show that up to 
January 31, 1948, there were 53 electric companies which 
had completely disposed of their 100.5 accounts, the amounts 
aggregating $184,000,000; in addition there were 85 electric 
companies which were amortizing or had amortized approxi¬ 
mately $267,000,000 classified in Account 100.5. The 

3525 total dispositions of plant acquisition adjustments 
made, or to be made, by the 138 companies was 

$451,348,456. 

35. Q. Can you state whether it is the prevailing practice 
in the electric utility industry in the United States to dis¬ 
pose of Account 100.5 amounts? 

A. Yes, it is. The overwhelming bulk of the electric in¬ 
dustry in the United States has disposed of or is amortizing 
Account 100.5. This is shown by a study of the annual re¬ 
ports filed with this Commission as a matter of public in- 
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formation by electric utilities. A compilation made from 
the annual reports for 1946 of Classes A and B Electric 
Utilities, showed there were 115 companies wrhich reported 
amounts in Account 100.5, aggregating $323,000,000 and all 
but 29 of these companies with amounts aggregating $30,- 
000,000 were amortizing Account 100.5. Arkansas Power & 
Light Company is included in the latter group. 

36. Q. You stated your recommendation is consistent with 
writings in the field of accounting; will you please identify 
some of the authors ? 

A. The subject of intangibles is usually discussed by 
authors of accounting in connection with goodwill, trade 
names, going concern value, and so forth. The authors do 
not generally make any distinction as to whether the enter¬ 
prise is of the industrial or public utility type. The 

authors and their works to which I have referred are 
3526 as follow's: 

A Statement of Accounting Principles, by Thomas 
Henry Sanders, Harvard University Graduate School 
of Business Administration, and Henry Rand Hatfield, 
University of California, and Underhill Moore, Yale 
University School of Law. 

Published by American Institute of Accountants, year 
1938, page 14, states: 

“Intangible Assets. The writing off of such intan¬ 
gible assets as goodwill evokes scarcely any protest, 
even w'hen it is recognized that substantial goodwill 
exists. The general distrust of goodwill and the 
knowledge that it has been widely used to capitalize 
exaggerated expectations of future earnings leave an 
almost universal feeling that the balance-sheet looks 
stronger without it. When actual consideration has 
been paid for goodwill, it should appear on the com¬ 
pany’s balance-sheet long enough to create a record 
of that fact in the history of the company as presented 
in the series of its annual reports. After that, 
3527 nobody seems to regret its disappearance when 
accomplished by methods which fully disclose 
the circumstances.” 
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Accountants’ Handbook, by W. A. Paton, published 
1943, at page 850 states: 

4 ‘Many accountants hold that goodwill should be 
amortized as rapidly as revenues will permit (and still 
yield a fair showing of net). Basing this recommenda¬ 
tion on the view that goodwill is at best a doubtful 
asset, a necessary evil, to be tolerated only for as short 
a period as possible. As suggested earlier in the sec¬ 
tion it is small wonder that the intangibles are in bad 
odor among conservative accountants in view of the 
tendency on the part of enthusiastic financiers to use 
goodwill and similar headings to support nominal se¬ 
curity values in excess of genuine assets. In fact there 
is much truth in the saying that ‘those who have good¬ 
will don’t recognize it and those who don’t do’. But 
although this policy tends to operate in the right direc¬ 
tion, it is unduly arbitrary. Further, it does not insist 
on the elimination of the value of goodwill where the 
expected excess earnings fail to materialize, although 
all can agree that such a condition demonstrates the 
loss of the investment in goodwill. 

3528 “The most reasonable policy, in the case of 
purchased goodwill, is to set up a schedule of 
amortization in harmony with the process of valuation 
employed in setting up the original charge. If, for ex¬ 
ample, an estimated excess earning power has been 
purchased on the basis of an expected 10-vear life and a 
rate of return of 8 percent, an amortization on the 
basis of a compound-interest schedule, using the rate 
of 8 percent, would seem to be indicated.” 

Advanced Accounting, by Roy B. Kester, published 
1946, at page 369 states: 

“. . . Goodwill, because of the improper and mis¬ 
leading uses to which it has so often been put, is never 
above suspicion and should not be accepted without 
close investigation. If it really exists, the profit and 
loss record is the best evidence of it. That should guide 
as to its measurement and not the amount carried on 
the balance sheet. Accordingly, since the asset does 



1547 


not depreciate but only fluctuates, and since it is 
neither prudent nor consistently possible to take these 
changes onto the books, the best course for all pur¬ 
poses seems to be to retain goodwill in the accounts at 
a nominal amount as evidence of its legitimate existence 
and right to consideration. 

3529 “The above considerations as to the deprecia¬ 
tion of goodwill apply with almost equal weight 

to the depreciation of trade-marks. 

“Attention should be called to the fact that the term 
‘going value’ is used in the case of public utility com¬ 
panies in much the same way as goodwill is used by 
mercantile and manufacturing companies.” 

An Introduction to Corporate Accounting Standards, 
by W. A. Paton and A. C. Littleton, published 1940, at 
page 93 states : 

“Recognizable costs of goodwill or other general in¬ 
tangibles arise primarily when a going concern is 
acquired in its entirety. If an enterprise has superior 
earning power—that is, has the ability to earn more 
than a normal or representative rate on the tangible re¬ 
sources present, computed from the point of view of a 
prospective purchaser—and such superiority cannot 
be accounted for by specific monopolistic grants such 
as those represented by patents or franchises, the con¬ 
cern may be said to possess goodwill or general in¬ 
tangible value. And if there is an outright change of 
ownership under these conditions, the amount paid 
by the buyer, on a cash or equivalent basis, in excess of 
the total attributable to the tangible factors acquired, 
becomes a recognizable cost of goodwill. 

3530 “It has sometimes been urged that the costs 
of preliminary advertising campaigns and other 

expenditures directed toward the building up of future 
revenues should be capitalized as a form of goodwill. 
This doctrine is not intrinsically unsound but never¬ 
theless hardly deserves support. As pointed out earl¬ 
ier, any type of cost incurred may be deferred and 
applied to sales of the future if conditions clearly indi¬ 
cate the propriety of such interpretation. It would 
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hardly be feasible, however, for the typical enterprise 
to attempt to segregate broad classes of selling charges 
arising either during the early years or later as good¬ 
will on the ground that the effect of such expenditures 
may carry through in some degree to subsequent peri¬ 
ods. In general their influence upon the future is inde¬ 
terminate, and the effort to trace and assign them would 
not be productive of more dependable periodic reports. 

“In the administration of income taxation the 
position has been taken that the cost of goodwill is not 
as a rule subject to amortization. This position is un¬ 
sound. The cost of goodwill included in the purchase 
price of a going concern is essentially the discounted 
value of the estimated excess earning power—the 
amount of the net income anticipated in excess 
3531 of income sufficient to clothe the tangible re¬ 
sources involved with a normal rate of return. 
Thus purchased goodwill represents an advance recog¬ 
nition of a debit for a portion of income that is expected 
to materialize later. It follows that the amount ex¬ 
pended for goodwill should be absorbed by revenue 
charges—during the period implicit in the computation 
on which the price paid was based—in order that the 
income not paid for in advance may he measured. This 
conclusion is supported by the fact that there is ample 
evidence in available business histories to show that 
extraordinary earning power cannot be expected to 
persist indefinitely. An investment in anticipated ex¬ 
cess earnings should be construed as a temporary in¬ 
vestment, recoverable within a period of a few years. 

“Even if a superior level of income persists beyond 
the period anticipated, the amortization of the cost of 
goodwill in terms of the original computation is gener¬ 
ally justified on the ground that there is no way of 
demonstrating that the later earning power is due to 
factors and conditions present when the business was 
acquired. It is just as easy and perhaps more reason¬ 
able to assume that the success achieved beyond that 
originally predicted is due to new developments in no 
way represented by the cost of goodwill. ’ ’ 
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3532 Financial Statements, by M. B. Daniels, pub¬ 
lished 1939. 

At page 185 states: 

“Due to the ease of inflating asset values and sur¬ 
pluses through the improper use of intangibles in finan¬ 
cial statements, and perhaps also because of the unfav¬ 
orable light in which they are regarded by many 
analysts, particularly among the banking fraternity, 
intangibles are often in practice written off arbitrarily 
as soon as possible, that is, as soon as ‘earnings per¬ 
mit. 7 As pointed out later there are good reasons for 
amortizing certain intangibles rapidly, but there is 
little merit in eliminating them entirely simply as a 
matter of conservatism, especially when this policy 
does not become effective until its application no longer 
results in showing a deficit. In the interest of proper 
income determination a definite effort should be made 
to amortize intangibles on both a reasonable and sys¬ 
tematic basis.’ ’ 

Accounting Method, by Rorem and Kerrigan, 3d 
Edition, published 1942, 

At page 419 states: 

“Amortization of goodwill. The value of goodwill 
like that of other intangible assets, will ultimately 
disappear, but the rate at which the investment 

3533 should be amortized must remain a matter of 
estimate rather than of nice calculation. Some 

form of periodic amortization would represent a reason¬ 
able solution to the problem; lump-sum write-downs 
during prosperous years, with none during depression 
years, cannot be regarded as reasonable even though 
such a procedure is often followed. A scheme of peri¬ 
odic amortization will charge the investment in good¬ 
will as an expense of the periods which are expected 
to be benefited from excess income, the same periods 
which entered into the original estimate of the dura¬ 
tion of excess income and which, therefore, were of aid 
in the calculation of goodwill value. The periodic charge 
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need not be uniform, but it should represent a syste¬ 
matic attempt to recover the investment made.” 

Goodwill and Other Intangibles, by J. M. Yang, pub¬ 
lished 1927, 

At page 196 states: 

“When we buy properties like machinery and equip¬ 
ment, we usually ascertain beforehand the estimated 
service life of each of the properties and spread the 
purchase price over these properties in order to com¬ 
pare the cost and efficiency, thereby determining the 
advisability of the purchase. As soon as they are 
acquired, they are depreciated on the predeter- 

3534 mined basis, unless conditions show that the man¬ 
agement is erroneous in its judgment. Adjust¬ 
ments will then be made to correspond with the facts. 

“In the case of intangible assets, it seems only rea¬ 
sonable to follow the same procedure. The purchaser 
has, in his estimate of the purchase prices, figured out 
the number of years during which the superior earnings 
may be supposed to accrue. There being no definite 
evidence to the contrary, the judgment of the purchaser 
at the time of the appraisal must be deemed to be cor¬ 
rect, and it should be so considered throughout the suc¬ 
ceeding periods, unless earnings of the business after 
the purchase show consistent decline and no other rea¬ 
son can be assigned for the explanation of such a fact. 
It seems true that in an individual situation it is almost 
impossible to analyze precisely the causes that effect 
the earnings from one period to another, and as a prac¬ 
tical suggestion it may be stated that no serious error 
would result if the purchase basis of depreciation were 
used consistently.” 

Auditing, by E. L. Kohler, published 1947, 

At page 123 states: 

“The gradual extinction of goodwill over a period 
of ten or fifteen years, by provisions for its amortiza¬ 
tion charges against income, can thus be readily 

3535 accepted by the auditor as a desirable and con¬ 
servative practice.” 
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Intermediate Accounting, by Taylor and Miller, pub¬ 
lished 1938, 

At page 178 states: 

“Other intangibles, such as trade-marks, have an 
indefinite life if used continuously. However, it is 
considered conservative business and sound accounting 
to provide amortization of these assets over a limited 
period. 

“The amortization suggested in the foregoing para¬ 
graphs for patents, copyrights, and franchises repre¬ 
sents the maximum period over which such assets 
should be written off. Whenever circumstances indi¬ 
cate a shorter useful life for these assets than the legal 
term, amortization should be provided on the more con¬ 
servative basis, (i. e., on the shorter life). Trade¬ 
marks, secret formulas, or other intangible fixed 
assets may properly be written off over a reasonable 
term of years, varying from three or five years to fif¬ 
teen or twenty years depending upon individual cir¬ 
cumstances. The shorter terms are preferred in all 
such cases. The charge may in every case be consid¬ 
ered a proper debit to operations if the intangible 
fixed asset is related in any way to current business.’’ 

3536 This concludes the list of accounting publications 
which I desire to cite in support of my view that 
intangibles should be amortized. There are many others 
which could be mentioned in support of this position and 
also some in opposition thereto. Accounting Research Bul¬ 
letin No. 24 of the American Institute of Accountants issued 
in December 1944, referred to by witnesses for the company, 
sanctions amortization of intangibles even when the asset 
is unimpaired but recommends that it be done at the discre¬ 
tion of the management. References thereto are pages 197 
and 199 of the bulletin. 

37. Q. Please state whether in your opinion the propriety 
of amortizing intangibles depends upon whether it is done 
by management voluntarily or is it proper if done by man¬ 
agement pursuant to regulatory authority. 

A. It is proper under either circumstance. In my opin¬ 
ion it is entirely proper when a regulatory commission re- 
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quires amortization of intangibles; it is equally proper 
when the management of a utility voluntarily carries on an 
amortization program. 

38. Q. Mr. Rainwater, let us assume that an electric utility 
which has both an interstate business and an intrastate 
business, has an investment in intangibles which are pres¬ 
ently included in the rate base by the regulatory commission 

having jurisdiction over the intrastate rates that pro- 

3537 duce the major portion of the Company’s revenues, 
would you maintain under those conditions that the 

intangibles should be amortized? 

A. Yes, sir, my view that public utility intangibles should 
be amortized is not controlled by the rate base treatment of 
the item. The accounting treatment to be accorded an in¬ 
tangible item depends upon its nature. The nature of the 
item was established when the cost was incurred and its 
allowance in the rate base cannot change its essential char¬ 
acter. In the case of public utility intangibles that repre¬ 
sent payments made for future earnings of an indefinite 
number of years, it is unreasonable to assume that the 
purchaser bought such earnings in perpetuity. Under 
such circumstances it is my view that the intangibles should 
be amortized over a reasonable number of years, regardless 
of what consideration the item may be given by a regula¬ 
tory commission for rate base purposes. 

39. Q. Why do you recommend an amortization period of 
fifteen years? 

A. Because I believe it to be a reasonable period in view 
of the fact that the bulk of the intangibles arose from trans¬ 
actions more than twenty years ago. The exact life of an 
intangible is from its nature uncertain. The period of amor¬ 
tization must be a judgment figure. If the amortization 
period starts with the year 1944, it will carry forward 

3538 to 1959, a total of about thirty-three years from acqui¬ 
sition. Based on the facts in this case, I believe a 

fifteen year period of amortization is justified. 

40. Q. Why do you recommend that the amortization pe¬ 
riod start with the year 1944? 

A. Because if this case had not been subject to delays 
resulting from litigation, the amortization period would 
have started with the year 1944. I should like to state this 
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is not intended as any criticism of the company for going 
into the courts, but I do believe the litigation should not act 
to defer or suspend the normal period of amortization. 

41. Q. Why do you recommend that the amortization 
charges be made to Account 537 or Account 414, Miscella¬ 
neous Debits to Surplus? 

A. In view of the fact that we are dealing with purchased 
intangibles which arose through arms-length transactions 
and are therefore legitimate costs, it is believed that the 
amounts should be charged against annual profits either 
through the nonoperating section of the income account or 
to earned surplus. The nonoperating section of the income 
account should be used when dealing with amortization of 
intangibles. If the amounts in Account 100.5 pertained to 
tangible properties, I would recommend the amortization 
be through Account 505, which is the operating sec- 
3539 tion of the income account and contains such charges 
as depreciation which likewise applies to tangible 
properties. In recommending the use either of Account 
537 or Account 414, I should like to make it clear that I 
express no opinions as to whether the amortization charge 
is allowable for rate-making purposes. This question is not 
involved in the instant case. 

42. Q. You have testified that $1,940,086.96 is classifiable 
in Account 107. What in your opinion would be the proper 
disposition of that amount? 

A. The amount of $1,940,086.96, classifiable in Account 
107 consists of two items, of which $36,960.00 relates to the 
Company’s Dumas acquisition and $1,903,126.96 relates to 
the Arkansas Central properties. Respondent has agreed 
to the classification of the Dumas item in Account 107. As 
this item was never properly includible in plant account, 
it should be written off immediately to Earned Surplus, or 
to Capital Surplus, if properly created. 

In regard to the amount of $1,903,126.96, applicable to 
Arkansas Central properties, this is an intercompany profit, 
or plant write-up which should be eliminated immediately 
by a charge to Earned Surplus, or if properly created, to 
Capital Surplus. 

43. Q. Could a utility corporation keep more than one 

set of books of account? 
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3540 A. A corporation could keep any number of sets 
of books of account designed to meet varying needs. 

In a situation where a corporation such as a public utility 
is ' ibject to the requirements of more than one regulatory 
commission, and such requirements are different it would 
be possible to meet such varying needs by keeping a com¬ 
plete independent set of books of account for each authority. 
I believe that if such procedure were followed the tendency 
would ultimately be to discard for financial and reporting 
purposes the set of books reflecting the less rigorous ac¬ 
counting requirements. This would be true because prudent 
accounting would dictate that conservatism, which is stand¬ 
ard in accounting, be followed. Thus, the difference in 
accounting requirements would eventually be solved by 
using the books showing the smaller amount of earned sur¬ 
plus, and the less favorable picture. 

44. Q. What in your opinion would be a practical solu¬ 
tion in a situation where a utility was subject to the account¬ 
ing requirements of two regulatory commissions and one 
required amortization of Account 100.5 and the other did 
not? 

A. The variations in the requirements of the two Com¬ 
missions could be handled mechanically within one set of 
books of account by the use of dual accounts, and I believe 
that such differences could be reconciled within the one 
set of books of account. By “dual” account is meant 

3541 an account with more than one title—for example, 
F. P. C. Account 252, Reserved for Amortization of 

Electric Plant Acquisition Adjustment—Arkansas Public 
Service Commission Account 271, Earned Surplus. I do 
not anticipate any differences in the plant accounting re¬ 
quirements which have been, or might be, imposed upon the 
respondent which could not be handled accountingwise 
within one set of books of account. 

45. Q. Do you have knowledge of any instances where 
electric utilities have reconciled differences in plant ac¬ 
counting requirements of two regulatory Commissions 
through the use of dual accounts? 

A. Yes, I have examined certified copies of journal en¬ 
tries filed with the Commission by several companies where 
the Federal Power Commission had required amortization 
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of Account 100.5 by charges to Account 537 whereas the 
State Commission authorized the Company to use Account 
505. In one of these instances the Federal Power Commis¬ 
sion^ order required reserve accounting whereas the State 
Commission required a direct write-down of the asset. In 
spite of these differences the companies used one set of 
books of account and were able to satisfy the accounting 
requirements of both Commissions. 

46. Q. What objection would there be from an accounting 
standpoint to the use of memorandum accounts to sat- 
3542 isfy the needs of the Federal Power Commission as 
one of the two regulatory commissions in the situation 
which you have been discussing? 

A. Memorandum accounts do not have any significance 
in a double entry set of books of account. Memorandum ac¬ 
counts are informational in character and are either not in 
the general ledger or if shown therein are set up in pairs 
as contra accounts and are eliminated in the preparation of 
financial statements. Memorandum accounts would not sat¬ 
isfy the requirements of the Federal Power Commission’s 
Uniform System of Accounts. 

• •••••• 

4009 Cross-examination. 

By Mr. Young: 

• •••••• 

4018 Q. In your answer to Question 17 in your prepared 
testimony you state that the amount of $3,565,007.26, 
representing the portion of the $4,000,000 consideration 
paid by Electric Power and Light Corporation to National 
Power and Light Company remaining after adjustment for 
items not relating to the Arkansas Central Company is not 
cost. Is that correct? 

• •••••• 

The Witness: I believe you have the wrong question 
there. It can’t be No. 17. 
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Mr. Young: Well, I may have. I think it is Question 27, 
Mr. Rainwater. 

The Witness: Yes, sir, I believe—yes, that is the state¬ 
ment. 

4019 Q. You don’t question the fact that cash in such 
amount was paid by Electric to National in connec¬ 
tion with that transaction, do you? 

A. We haven’t considered that part of it at all, because 
that is not a transaction that gives rise to any new cost. I 
haven’t given any consideration to what was paid. 

Q. You made no examination to determine whether or not 
Electric paid that much money to National at that time? 

A. Do you mean did I make any examination of that kind, 
or any member of the staff ? 

Q. That is right. 

A. Well, I think some of the staff members undoubtedly 
looked into the way the transaction was handled, but so 
far as the $3,500,000, the adjustment, why we just depend 
upon the cost that arose through arm’s length transaction, 
and the transfer of the properties between National and 
Electric was just an inter-companv transaction. 

Q. And you don’t know whether Electric paid National 
that particular amount or not, which is the amount you are 
asking the Commission to disregard as part of our cost. Is 
that not true? 

A. I am trying to recall whether it was a cash transaction, 
but I believe it was a cash transaction. That is my recol¬ 
lection. 

Q. Subject to your check? 

4020 A. Yes, sir. 

Q. Your present recollection is that Electric did 
pay National that much in cash for the property, among 
other things. As I understand your testimony, it is your 
position that cost to Electric Power and Light Corporation 
could not exceed the cost of such property to National, ex¬ 
cept as adjusted by property additions. Is that correct? 

A. Yes, that is the theory of system cost, which I under¬ 
stand the company has followed in this case. 

Q. Do you predicate that system cost rule upon your 
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interpretation of the Commission’s Uniform System of 
Accounts, or your understanding, that it is based upon some 
accounting principle? 

A. Oh, it is based upon the Uniform System of Accounts 
as interpreted by the Commission in its decisions. 

Q. What reference in the Accounts can I have to check 
that, Mr. Rainwater? 

A. Of course “cost” as defined in the System of Accounts 
under Definition 10. 

Q. All right. 

A. And cost is defined there to mean “the amount of 
money actually paid for property or services or the cash 
value at the time of transaction of any consideration other 
than money. ’ ’ 

Q. All right, what else? 

4021 A. Well, that is the end of the quotation so far as 
cost goes. 

Q. I know, but is that the only reference? 

A. The Commission in its decisions has interpreted what 
they mean by cost, and have certainly indicated that it is 
arm’s length cost. 

Q. Definition 10 in the Uniform System is the only pro¬ 
vision in the Uniform System that you cite me as reliance 
for your system cost rule? 

A. No, I can give you another reference. Under Account 
107, Electric Plant Adjustments, in the textrof that account 
there is stated: 

“Write-ups of electric plant prior to the effective 
date of this System of Accounts shall be recorded 
herein.” 

Write-ups, as we have interpreted them and as the Com¬ 
mission has held in its formal opinions, can occur through 
an intercompany transaction. 

Q. Now, does that conclude your references to the Uni¬ 
form System ? 

A. I believe those are the two main references. 

Q. Now, as I understand it, the basis of your system cost 
rule rests upon provisions of the System of Accounts which 
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you have cited to me, plus the decisions, or your interpre¬ 
tation of the decisions and opinions of the Federal 
4022 Power Commission? 

A. Well, that is generally what I am basing it on. 
Of course, to me as an accountant, cost is arm’s length cost. 

I believe there is accounting authority for that view other 
than the System of Accounts. 

Q. Now, this system cost rule or arm’s length basis which 
you adopt completely disregards all measurement and tests 
of value, does it not ? 

A. It isn’t a value concept, no, sir. 

Q. I didn’t ask you that, Mr. Rainwater. Does it dis¬ 
regard any and all tests of value ? 

A. You mean as between- 

Q. In other words, you are not interested nor concerned 
with nor influenced by what the value of the property is at 
the time it is transferred. Is that true? 

A. Value is not controlling, because we are trying to get 
cost, and you cannot create cost through one person dealing 
with itself. 

Q. Does value have any significance to you in such a 
transaction ? 

A. Not to me from a cost standpoint. 

Q. In other words, you are not interested nor concerned 
with value ? 

A. No. 

Q. Suppose X owns twenty percent of the voting 
4023 stock of A and B companies, and through the owner¬ 
ship of such stock exercises effective control over 
both companies. 

Assume further that it is to the advantage of both A and B 
for a part of A’s property to be sold to B, and that it is also 
in the public interest. 

Assume that members of the general public own the other 
eighty percent of the stock of both A and B, and that the 
cost of the property to A to be sold is $100,000. 

I will ask you to assume for the purpose of this question 
that the present value of that property is $200,000. If you 
were a director of A, would you approve the sale of the prop¬ 
erty to B for $200,000? 
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A. Now, is that a question as to what I would do as an 
officer of the company, or is that an accounting question? 

Q. Well, let’s say that you are an accountant and also 
a member of the Board. What would be your answer, Mr. 
Rainwater ? 

Mr. Wahrenbrock: Mr. Examiner, I object to the question 
as calling for a conclusion of the witness on a managerial 
point which is outside the direct testimony. 

If it is limited to accounting testimony, we can probably 
perhaps wait for an answer. 

Q. Mr. Rainwater, if you served as a director, which 
does not to me seem unreasonable, you would not 

4024 forget your accounting knowledge while you served, 
would you? 

• •••••• 

Q. Would you advise the management and concur in its 
decision to sell the property for $200,000? 

A. Is this a public utility ? 

Q. Yes, this is a public utility. 

A. Subject to the Federal Power Commission? 

Q. Well, let’s say it is not for the moment. 

A. Well, is it subject to any regulatory commission? 

Q. Let’s date this transaction back to 1925. Let’s assume 
it to happen in the year 1925. 

A. Well, I just don’t know what advice I would give to it. 
Q. All right, would you approve or authorize, as an ac¬ 
countant or a director, in whatever relationship you sus¬ 
tained to the company, any transfer of that property from 
A to B for any sum less than $200,000? 

A. You are speaking to me as to whether I would author¬ 
ize it or whether I would take exception to it from an 
accounting standpoint. I am just trying to get what the dis¬ 
tinction is there. 

4025 Q. Well, I wanted to keep you in the capacity of 
a director, Mr. Rainwater, as long as I may. 

Mr. Wahrenbrock: This is the same question, isn’t it? 
I object to the question as repetitive, if it is. 
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Mr. Young: No, the first was if he would approve it at 
$200,000, and he said he didn’t know. I have asked him 
now if he would approve it at less than $200,000. 

The Witness: I am trying to find out now whether you 
are asking me to give an opinion as a member of the board 
or as an accountant. 

Mr. Young: Let’s say as a member of the Board now. 

The Witness: Entirely apart from accounting? 

Mr. Young: Yes. 

The Witness: Well, I suppose if I thought it was worth 

$200,000- 

Q. Let’s say we know it is worth $200,000. 

A. Naturally I would try to get all I could for it. 

Q. Well, the other barrel of my question is, assuming 
that we know the value is $200,000, would you approve the 
sale for any less than that? 

A. You are still speaking again if I were a director? 

Q. Yes, sir, director. 

A. And there was no regulation? 

Q. I am just using the year 1925. Is it necessary 
4026 for you to consider whether or not there is regula¬ 
tion? 

A. Well, I can’t help but in my thinking to give some 
consideration to whether there was regulation or pros¬ 
pective regulation as of that time. 

Q. Well, what was there in 1925? Do you know what 
there was in Arkansas in 1925 ? 

A. It is my understanding there wasn’t a regulatory 
commission in Arkansas in 1925. 

Q. All right. On that assumption, what would your 
answer be? 

A. Well, I think as a member of the Board, I would try 
to get whatever I could for the property, whatever it was 
worth. 

Q. I believe you said that before, but the question is, 
assuming the value to be $200,000, and the cost to be $100,- 
000, would you approve the sale to be for any less than 
$ 200 , 000 ? 

A. Well, I have a great deal of difficulty with trying to 
separate in my own mind what I know of regulatory com- 


1561 


missions and actions that they would take in a situation 
of that kind if there was regulation, and also the possi¬ 
bility of regulation. That is why it is hard for me to say 
just what I would do in a situation of that kind. There is 
always the prospect of regulation even if there wasn’t 
regulation at the time. 

4027 Q. Well, I thought you had assumed there was no 
regulation in Arkansas in 1925? 

A. Well, that is true, but in other states there was regu¬ 
lation, and there was quite a possibility there might be reg¬ 
ulation in Arkansas, as it later developed. 

Q. I gather you just right now don’t know what you 
would do under those circumstances. Is that right, Mr. 
Rainwater? 

A. It is difficult for me to think just what I would do 
under those circumstances, because knowing what might 
happen at a later date—I might say that it was all right 

to do that at the time, but with the prospect- 

Q. Do what? 

A. Sell it for $200,000, but I would want to get rid of that 

excess within a reasonable time, knowing- 

Q. What excess is that, Mr. Rainwater? 

A. The excess of the $200,000 over the $100,000. The 
$100,000 is the same as original cost, is it not? 

Q. I don’t know whether it is or not. It is just cost 
to A. 

A. Well, it is cost. 

Q. As far as I know, in my question it had no relation 
to original cost whatsoever, even though the value is 
$ 200 , 000 . 

You don’t know whether or not you would sell it 

4028 to B for less than that. Is that true? 

A. I think probably as a director I would try to 
get all I could for it. Whether I would sell it for any less 
would depend upon the conditions at the time, I would 
say. 

• •••••• 

4029 Q. Mr. Rainwater, if the property were sold by A 
to B under those circumstances for less than $200,000, 

isn’t it true that the 80 percent of the stockholders of B 
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would be unjustly enriched at the expense of the 80 percent 
of the stockholders of A to the extent of the difference 
between the value, which I have assumed, and the price 
that was paid? 

A. Aren’t they the same stockholders? 

Q. No, sir. 

A. I misunderstood your question, then. 

Q. Twenty percent of both A and B are owned by X. 
The other 80 percent are owned by divergent members 
of the general public. Is that clear? 

A. Yes. Well, I suppose under the circumstances and 
assumptions that you have given me, that if the property 
was definitely worth $200,000- 

Q. I have assumed that. 

A. —that the stockholders of B would have gotten the 
property, if they didn’t pay $200,000, at something less 
than its value as of that date. 

Q. And yet your system cost rule would require that 
situation, would it not? 

A. Yes, and for very good reason, I think, because with 
all the experience that we have had in these inter- 
4030 company dealings, and the prices that the holding 
companies have passed securities and physical prop- • 
erties back and forth, I think it is a very good rule and cer¬ 
tainly a rule that should be adhered to in any regulated 
company. 

Q. That still doesn’t change the fact that a member of 
the public, the 80 percent of the general public which owns 
stock in A has been deprived of part of its property, does 
it, Mr. Rainwater, in that it has been required to sell its 
property for less than value? 

A. Oh, I suppose that is so on the assumptions you 
have been giving me. 

• •••••• 

4055 Q. Mr. Rainwater, I believe you told me before the 
hearing began that you had something you wish to 
put on the record? 
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4056 A. Now, one other thing that you asked me to make 
a further check on was in regard to the transaction 

during 1925 between National and Electric Power and Light 
with respect to the Arkansas Central securities, as to 
whether that was a cash transaction. 

4057 I have since looked at our files and apparently the 
only information we have in respect to the exact 

manner of payment was that we have a copy of a journal 
entry for the month of December 1925, Journal Entry No. 
1463, which is taken from the books of National Power and 
Light, which shows that the way the transaction was handled 
on the books of National was by a debit to Accounts Receiv¬ 
able, Electric Power and Light Company, and a credit to 
Investments. 

Now, I don’t know how that Accounts Receivable was 
handled from there on. 

Q. As I understand you, you don’t know whether the pay¬ 
ment was made by cash or not ? 

A. I don’t have any further information beyond that 
point. 

Q. Have you attempted to find out, Mr. Rainwater? 

A. I inquired of our staff members as to whether there 
were any more details, and I was advised that we did not 
have any further details. 

Q. I mean previously to yesterday afternoon you were 
particularly concerned with the matter? 

A. No, I wasn’t particularly concerned, for the reason 
I stated yesterday, that I did not regard that type of trans¬ 
action as one in which a new cost was created. 

Q. In other words even though Electric paid National 
that much cash, that would not influence your opinion ? 

4058 A. As to whether it was cost to Arkansas Power 
and Light? No, sir. 

Q. In what account on Electric’s books would that three 
million appear, Mr. Rainwater? 

A. I suppose it would be put in the investment accounts, 
Mr. Young. 

Q. In their investment accounts? 

A. Yes, sir. 

Q. Would it represent a cost to Electric? 

A. It would represent a recorded cost to Electric. 
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Q. Recorded cost? 

A. Yes, sir. 

Q. Let’s assume they did pay the money, it is cost in 
that sense? 

A. Well, it is a recorded cost. It is on the basis of- 

Q. Well, it was a cost in dollars too? 

A. Yes, sir. 

Q. And you put it in the investment account of Electric? 
A. That is right 

• •••••• 

4078 Q. Now I wish to refer to your Question 29 on page 
14, in which you deal with the amount of $4,300,000— 

some odd dollars—which you have included in Account 
100.5. I believe that appears in the transcript at page 3517. 
You say there, do you not, that the amount in Account 100.5 
of $4,300,000—some odd dollars—is in the nature of a gen¬ 
eral intangible of uncertain life, is that correct? 

A. Yes, sir. 

Q. What do you mean by the word “uncertain”, Mr. 
Rainwater? 

A. Well, I mean that in the sense that the life of the 
intangible is not definite for a definite number of years. 

Q. Is it synonymous with the word “indefinite”? 

A. Well, I should say it is just about the same, yes, sir. 
Q. In other words, you could say an intangible of 

4079 indefinite life or uncertain life? 

A. I mean we don’t know what the life is. It is in 
that sense that I used it. 

Q. Well, does “indefinite” have the same connotation 
to you? 

A. I think it is about the same. There may be a little 
different shade of meaning there. 

Q. Is there to you, Mr. Rainwater? 

A. I was using it in the sense that I don’t know the exact 
life. 

Q. Well, will you disagree with me if I say, in interpret¬ 
ing your testimony, that it means the same as an intangible 
of indefinite life? Will you disagree with that statement? 
A. No, I don’t think so. 
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Q. I think I heard Mr. Smith say yesterday here on the 
witness stand that he has assumed that all of the amounts 
in 100.5 represented payments which were reasonable as to 
amount at the time they were paid. Do you agree with that ? 

A. Well, I haven’t made any study as to whether they 
were reasonable. I think we have accepted them as being 
cost. 

Q. You do not question it then? 

A. I don’t question it. 

Q. You do not question the reasonableness of these 

4080 amounts at the time they were paid ? 

A. I haven’t questioned that, no, sir. 

Q. And your testimony is not bottomed on any assump¬ 
tion that they were unreasonable- 

A. No, sir. 

Q. —in any manner? 

A. No, sir. 

Q. Now, on page 15, in answer to Question 30, transcript 
reference 3516, I believe, you name three items which in 
your opinion make up this four million dollar figure. One 
amount “paid to eliminate actual or potential competition 
for territory”: two, “to obtain territorial rights of others”; 
and three, “to secure franchises”. 

Is that correct? 

A. That is correct, yes, sir. 

Q. Are those all the elements which in your opinion make 
up that item of $4,300,000? 

A. Well, I think they cover it pretty well as to it gen¬ 
erally. 

Q. In your opinion are there any other elements included 
in that figure of $4,300,000, besides the three that I quoted 
from your testimony. 

A. Well, I like to think of all of them with respect to 
earning power, and I notice in going through my individual 
acquisitions on the next page, where I referred to 

4081 the large acquisition, which was the acquisition of 
the Couch properties, I made this statement: 

“The prospect of realizing the benefits of enhanced 
earnings by combining the Arkansas Central and Couch 
properties and tying them together, as well as isolated 
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properties in the same general area, was undoubtedly 
a factor in the acquisition of the properties of Central 
Power and Light Company.’’ 

I recognized there that in this fight for territory there was 
a consideration of what earnings they might be able to get 
by tying the properties together. After having heard the 
testimony of the company’s witnesses, I feel sure that was 
one element. 

Q. We’ll come to that later, Mr. Rainwater; and I realize 
that you did say that those three elements that I enumer¬ 
ated, quoting from your testimony, are considered by you 
as being within the category of prospective earning power. 
I well realize that. But my point is simply this: In your 
opinion, is it possible for any other elements or items, ex¬ 
cept those three now that you have named, to be included 
within the $4,300.00-? In your opinion, of course? 

A. Well, when you say “is it possible”—what I have 
tried to do is ascertain from all available information I 
had as to what the nature of these items was. 

• •••••• 

4082 Presiding Examiner: Besides these three things? 

Mr. Young: That is right. 

The Witness: I don’t have anything else. 

• •••••• 

Q. You have given this a good deal of study, I assume? 

A. Yes, sir, I have. 

Q. When you are talking about four million dollars of 
money you try to be careful, don’t you, Mr. Rainwater? 

A. Yes, sir. 

Q. What do you mean by amount paid to eliminate actual 
or potential competition for territory? 

A. What do I mean by that? 

Q. What does that mean to you? 

A. What I meant by that was that in these various 

4083 acquisitions there were two types of competition 
present. One was competition between holding com¬ 
pany systems to acquire properties, or between groups of 
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interests to acquire various properties. That was one type. 
I am thinking there of the isolated properties, like Searcy, 
for example. 

Then there was still a further type of competition when 
a large group of companies were being acquired, such as the 
Couch properties, between the two groups there. Those are 
the types of competition I was thinking of. 

Q. What are the amounts that you referred to? 

A. Well, I can’t recall the amounts. I don’t know what 
amounts were involved. It is impossible from any informa¬ 
tion I have to try to state what amount you might attribute 
to that factor. 

Q. Now, your second element is to obtain territorial rights 
of others. What does the term “territorial rights” mean? 

A. I meant that in the sense of obtaining the right to 
engage in a utility business in a general area that was 
already being served by another utility. 

Q. You are using the word “rights” in a legal sense? 
Are you? 

A. Well, I think it is pretty closely akin to franchise. 

Q. That is what I am getting to. 

4084 A. I don’t think there is a very great distinction 
between them, but I noted that Mr. Wilkes, in his 
testimony, said it was the territory they were after, and 
he used that term in the sense of territory. 

Well, now, implicit in those acquisitions that Mr. Wilkes 
testified to, in my belief, practically all of them, there was 
a question of franchise involved because the agreements 
themselves indicated that before they bought the properties 
they wanted to get the franchise. 

Q. I realize your third element is franchises, and I want 
to know now what distinction there is between this phrase 
“territorial rights” and the word “franchises”, and that 
is the reason I asked you if the expression “territorial 
rights” had any legal significance in the way you under¬ 
stand it? 

In other words, may I say this: Would there be both ele¬ 
ments present in the same acquisition? That is, one ele¬ 
ment for franchise rights and then another element for 
territorial rights of others? 
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A. In connection with the acquisition of Arkansas Power 
Service Company, there was a definite payment made for 
territorial rights, and so labeled. 

Q. How much? 

A. I believe it was $13,500, as I recall it. 

Q. All right. 

4085 A. It appears in Exhibit No. 92. 

Q. All right. Is there any other specific instance 
you want to give me on that? 

A. That is the only specific case that I recall of where 
they used the term “territorial rights”. 

Q. All right. Now we've got $13,500 out of four million 
dollars that is labeled in the exhibit “territorial rights”; 
but I didn’t ask you how much of the four million is terri¬ 
torial rights. I want to know what you mean by the term 
as distinguished from your third element, franchises. Tell 
me what a territorial right is there, as you use it, Mr. 
Rainwater. Is it a right that I get from a Government? 
Or is it something else ? 

A. Well, I wasn’t thinking of it quite in the sense of 
a franchise. I was thinking of it, for instance, in connec¬ 
tion with the acquisition of the Couch properties by the 
Electric Power and Light Corporation; by obtaining that 
group of properties they obtained the territory as being 
served by the Couch properties. 

Q. What do you mean—they obtained the territory? Do 
you buy territory, Mr. Rainwater? You mean they owned 
the territory? 

A. No, not in that sense. I meant by acquiring these 
properties they knew that they would then be able to serve 
that particular area being served by the Couch 

4086 group of properties. 

Q. I am having difficulty with that definition. I 
t hink we have eliminated any legal significance. You do 
not attach any legal significance to your term, is that cor¬ 
rect? 

A. That is right. Yes, sir. 

Q. Suppose that in a small community where there is 
room for not more than one grocery store—that is, to make 
any money—I go out and buy the only grocery store in that 
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community. Is that the sense in which you used it? Have 
I acquired territorial rights in that co mmuni ty? Have 
I acquired territorial rights in that community for the 
operation of a grocery store? Is that the sense you mean? 

A. I don't think that would be analogous at all, Mr. 
Young. 

Q. All right. Give me an illustration. 

A. I was thinking of a situation even in the case of a 
small group of properties. Here is a little company serv¬ 
ing one or two towns. There are areas in between those 
towns which still have not gotten service. But by buying 
the company with the two towns, you get the territory in 
between, and the outlying areas which would normally be 
served as there was growth. 

Q. You say you get the territory in between. Do you 
mean that you are in a position where you can economically 
serve the territory in between? 

4087 A. You are in a position to serve. 

Q. Is that what you mean by territorial rights? 

A. In a position to serve. Yes, sir. 

Q. Would you add anything to my definition, as I ex¬ 
pressed it? 

A. Well, I think of the territory in the sense- 

Q. The company doesn't own that territory in between, 
does it? 

A. No, I didn’t mean it in that sense. I meant the oppor¬ 
tunity to serve that area. That is what I meant. 

Q. In other words, it is placed in a position where it may 
serve surrounding territory? 

A. Yes, and of course the territory already being served. 

Q. Well, now, that is included in your franchise, is it not? 

A. I suppose that's right. 

Q. We will have to leave out the franchise when we are 
talking about the territorial rights, won’t we? 

A. As separate from a franchise, yes, sir. 

Q. Well, that's all the grocery store had—just a position 
where it could economically serve. 

A. I think it is a little different situation in the case 
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of a grocery store, because they might wake up any day to 
find somebody else had come along and set up another 

4088 store on the other side of them; and when vou com¬ 
pare a public utility with a grocery store, well. I 

don’t think it would be fair. 

*•••••• 

Q. Also, another utility company could have served that 
territory in between those two towns, could it not, Mr. 
Rainwater? 

A. It would not be desirable for them to come in between 
the tw r o towns. 

Q. That’s right. It would not have been profitable for 
somebody to do it, would it? 

A. Not in all likelihood. 

Q. And if there was little doubt but that there was room 
for only one grocery store in a certain community, it 
wouldn’t be feasible for another grocery store to set up 
there, would it? 

A. It might or might not. 

*•••••• 

Q. I am assuming that there w-asn’t business 

4089 enough to justify it, and that is the only basis you 
assume there would not be business enough for two 

utilities, is it not? 

A. No, I think in the case of the grocery store there is 
quite a personal element involved there. If the grocery 
store people were not getting along very well with their 
customers, all that would be necessary would be for some¬ 
body to set themselves up on the other side, and they’d 
probably take away most of their business. 

Q. You mean if a man with a better personality came 
along, he might steal his customers. 

A. That is right, sir. 

• • • • • • • 

4098 Q. Now, referring to the three elements making up 
100.5 which we discussed before the recess, I believe 
we agreed that the term “territorial rights” was limited 
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to the territory between the towns which had franchises. 
Is that right? 

A. Between and around, in the same general location, 
because it would seem to me that it would be not 

4099 feasible for another utility to come in to operate on 
the fringes of these particular towns, and that in 

acquiring the properties that were already in operation, 
that they would get with it the territory in the contiguous 
areas, and I say territory in the sense that they would have 
the opportunity to serve those areas to the exclusion of some 
other utility. 

Q. And when you say to the exclusion of some other 
utility, you do not mean any legal exclusion? 

A. No, sir, I do not mean that in that sense. I mean that 
it wouldn’t be economically feasible for another company 
to come in and compete with one another. 

Q. Although they could if they so desired? 

A. Well, I suppose that they could do that but that would 
be subject to getting franchises. 

Q. Now, how much of this $4,300,000 in 100.5 in your 
opinion is attributable to each one of these three elements? 

A. I have told you that I can’t separate the elements, and 
I don’t believe anyone can. 

Q. Do you have any idea which is the biggest or the 
smallest? 

A. No, sir, I couldn’t give you any idea as to how to sepa¬ 
rate it. I wouldn’t attempt to guess. 

Q. Is it true, Mr. Rainwater, that you can take three 
unknown quantities, if you don’t know the amounts of each, 
and you can add them up and come to the $4,300,000 ? 

4100 A. It wasn’t done that way, Mr. Young. 

Q. How was it done? 

A. The $4,300,000- 

Q. Did you start from that figure? 

A. The $4,300,000 is a computed figure. Now, what we are 
trying to ascertain is what the general nature of it is. 

Q. Yes, sir. 

A. As I see it, there are all these elements present, and 
broadly they all can be considered in the nature of prospec¬ 
tive earning power. 

Q. You don’t regard it as within the realm of reasonable 
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possibility that some other element might also be included 
within that $4,300,000 figure? 

A. I have tried to consider all the information that has 
been made available, including the testimony of the com¬ 
pany’s witnesses as to what they were buying, and that is 
all that I can list as the particular elements involved in it. 

Q. And from the company’s witnesses in this case, you 
can only see those three elements that you have men¬ 
tioned? 

• •••••• 

4101 The Witness: I did want to add this, that as I 
stated before in obtaining the territory, I have felt 

that one of the elements that was considered was the pros¬ 
pect of the earnings that the company might be able to 
realize from bringing isolated properties together; but that 
all goes in the question of territory and prospective earning 
power. 

Q. Well, you are not enlarging on your three elements 
now, are you, Mr. Rainwater? 

A. I am just trying to explain what I was covering, and 
I think it is pretty clear from the testimony that I was in¬ 
cluding this other element. 

Q. Assume that we have three isolated systems in Arkan¬ 
sas, three reasonably small towns 25 to 40 miles apart, in¬ 
dependently operated, each with its own generating plant 
and its own management and so on, and that these three 
systems are purchased by an outsider, and a transmission 
line connecting the three. 

As a result of that interconnection, central station service 
is provided, generation costs reduced, better service is pro¬ 
vided, and let’s assume further that rates are reduced. 

4102 Let’s also assume that at the time the purchaser 
bought the property there was regulation, and that 

under the existing law a utility could only earn a reasonable 
rate of return on the fair value of the properties. 

Let’s assume that all of these three towns had franchises 
when the purchase was made, and further that the price paid 
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for these three towns was more than original eost, and say 
10 percent more than replacement value of the physical 
properties. 

What is the nature of the intangible in that situation? 
Would you like to have the question reread, Mr. Rainwater? 

A. Yes, I believe I would. 

The Witness: There is just one question I would like to 
ask on this: the price paid exceeded the replacement cost 
by 10 percent? 

Q. Yes. 

A. And the replacement cost in turn exceeded original 
cost by 10 percent? 

Q. Well, I didn’t say that, but go ahead and assume that 
—or, to simplify it, Mr. Rainwater, let’s assume that origi¬ 
nal cost and replacement value of physical property are the 
same. 

A. Replacement cost- 

4103 Q. Replacement value of physical property and 
original cost are the same. 

Now, you have got a ten percent difference above replace¬ 
ment value of physical property. 

*•••••• 

Mr. Young: I just said replacement value at the time. 

The Witness: Well, as I understand your problem, it 
seems to me there isn’t any question but what there is an 
intangible present of ten percent, as I understand it. 

Q. I think that is correct. My question is, what is the 
nature of that intangible? 

A. Well, one of the elements certainly is the payment 
for the territorial rights. 

Q. Now, let’s see what that is. Is that the space between 
the towns? 

. A. And the contiguous areas. 

Q. And around? Between and around the towns? 

A. That is right. 

Q. Outside the franchise area? 
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A. Yes, the areas not yet being served. 

Q. All right. Go ahead. What other element is 

4104 present there? 

A. Yon also stated that each of the towns had a 
franchise. 

Q. That is right. 

A. I think undoubtedly some element of that excess is to 
be attributed to the value that they placed on the franchises. 

Q. All right. 

A. Now, in your assumption, each of these towns has its 
own generating system? 

Q. That is right, and afterwards they had central generat¬ 
ing service, and by savings on account of cheaper fuel 
sources and by diversity and other factors, the overall sav¬ 
ing resulted—overall saving in costs resulted in rate re¬ 
ductions to the customers, and yet the new purchaser was 
able to earn a reasonable return on his investment. 

A. Was it contemplated that that tying together of the 
towns would be done at the time the properties were pur¬ 
chased? 

Q. Yes, that is true. 

A. Well, I think that is an element, the prospect of realiz¬ 
ing greater earnings by putting the three towns under one 
management, and tying them together. 

Q. What would you call that particular element, the fact 
that the purchaser knew when he bought them that he was 
going to tie them together and reduce his costs—and 

4105 in fact would not have bought them if he had not 
known he could and would do that. 

A. Well, it is earning power that would result—that is, 
additional earning power which would result from putting 
the properties under one management and tying them to¬ 
gether and operating them more efficiently, perhaps, as 
one unit. 

Q. Now, the end result is increased earning power, I am 
sure, but what is the element that causes that particular 
increased earning power? What is that intangible element- 

A. That is the prospect of tying them together. 

i Q. Is that another element? Is that an intangible ele¬ 
ment, the prospect of tying them together? 

A. Yes, it is the prospect that the purchaser had in mind 
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when he bought the property of putting them together into 
one system. 

Q. Now, what would you call that element? 

A. I don’t know of any word other than the word that 
the company has used in this case. They have called it 
integration, I believe. 

Q. Isn’t that integration on a small scale from the facts 
I have given you? 

A. It is the prospect of tying the properties together. 

Q. And isn’t it true that the element we have just de¬ 
scribed, which you say would result in increased earnings, 
would be the value attributed to prospective integra- 
4106 tion of the three? 

A. Well, you are talking of value now. I am think¬ 
ing of what was he purchasing. The original purchaser has 
in mind that he would get certain earnings as a result of 
doing these various things. 

Q. Yes, sir. 

A. And that is what he is showing, and whatever was 
paid for that is cost to him. 

Q. Paid for what? 

A. For the prospect of bringing these properties together. 

Q. And that process of tying them together is integra¬ 
tion? 

A. I said that was a term the company had used, and I 
have also referred to it as the tying of the properties to¬ 
gether as the term I am more familiar with. 

Q. Would you cavil at the word integration, or do you 
object to its use? 

A. No, I don’t think so. 

Q. In the illustration we are using? 

A. I haven’t used that term, but I think tying them 
together is more expressive from my point of view. 

Q. Don’t they have a greater value, the three, after they 
are tied together, or with the prospect of being tied together 
than they do have operating separately and independ¬ 
ently? 

4107 A. I suppose they would have a greater value, 
yes, sir, but I am testifying here not as to value, 
but as to cost and what the purchaser was buying. I would 
like to stick to cost rather than value. 
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Q. Mr. Rainwater, you have testified that 25 years ago 
when men spent $4,000,000 in money down in Arkansas, 
you are testifying as to the elements they were buying and 
paying for. 

A. That is right. 

Q. And you have characterized them into three divisions 
which we have previously discussed. Now, you have gone 
so far as to do that, haven’t you? 

A. Yes, but I was again speaking from a cost standpoint; 
in other words, what the purchaser had in mind in buying 
the properties. 

Q. Well, don’t you think the purchaser I am talking 
about in buying these three towns had in mind the inter¬ 
connecting of these three by transmission lines, central 
power service, better service to customers at lower rates? 
Don’t you think he had that in mind? 

A. Yes, I thought we had from the assumptions you 
gave me. 

Q. And of course you are testifying entirely on the 
assumptions I gave you? 

A. Yes. 

4108 Q. And don’t you think the price he was willing 
to pay may not have been influenced by those con¬ 
siderations ? 

A. Yes, I think so. 

Q. Aside from the fact that each of these three separate 
towns had a franchise? 

A. Well, of course it is almost impossible to divorce 
all of these elements, because without the franchise the 
other things mean nothing. That is what I meant when I 
said they were so closely related. 

Q. Well, without people being in the towns, it would 
mean nothing, too, wouldn’t it, Mr. Rainwater? You don’t 
think you buy people necessarily, do you? 

A. No. 

Q. Now, let’s assume the same facts I gave you before, 
but this time instead of being one prospective purchaser— 
wait a minute, before you answer that question, have you 
named all the intangible elements that you think of in 
connection with the illustration I gave you? 

A. I believe I have. 
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Q. I believe you said territorial rights, franchises, and I 
think you stated, Mr. Rainwater, that there might have 
been some element of integration and prospects of integra¬ 
tion paid for. 

A. Prospects of integration of tying the properties to¬ 
gether, yes, sir. 

4109 Q. Now r , if I used the word integration value, 
would it shock you? 

A. No, sir; but I am just trying to stay away from the 
term value as opposed to cost. 

Q. Well, is the earning power that is inherent in that 
integration—does it have a value? 

Mr. Wahrenbrock: You are speaking now of the acquisi¬ 
tion or of the subsequent tying together? 

By Mr. Young: 

Q. I am talking about the acquisition, the fact that he 
had this integration in his mind, he knew he was going to 
do it when he made the purchase, and we are now trying 
to allocate as best we can the elements that that prospec¬ 
tive purchaser had in mind before the interconnection was 
made; but he would not have made the purchase, Mr. Rain¬ 
water, we will assume if he did not know it was practical and 
feasible to do so. 

Now, isn’t it a fact, if he knew that possibility existed 
and it would have, as you say, potential earning power, 
that would give that prospect of integration a value? 

A. I should say so, yes, sir. 

Q. Now, let’s assume the same illustration, the same 
towns, everything else the same except this time there are 
two purchasers attempting to buy these three towns, and 
as a result of some competition between the two, we 

4110 will assume the overall price for all three is in¬ 
creased five percent above the amount we assumed 

in the preceding illustration. 

Now, what are the intangibles in this situation ? I assume 
there are the same ones present, but are there any others? 

A. Well, you added another factor, and that was the 
factor of competition. 

Q. That is right. 
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A. So they must have paid something to prevent the 
other interests from getting the property. 

Q. Would you call that competition value, or what would 
be the phrase you would use, Mr. Rainwater? 

A. Well, I think again it is related to the right to serve 
that area; in other words, it is the franchise that is 
important. 

Q. Well, I am trying to find a new element in this case 
on account- 

A. It is an excess paid by virtue of the fact that you 
had another bidder against the property. 

Q. What would we call that excess of five percent, 
assuming that the whole five percent was caused by com¬ 
petition ? 

A. Well, I referred to it as a payment to eliminate 
actual or potential competition. In this case it w’as actual 
competition, competition of one kind, one group against 
another. 

4111 Q. All right, now let’s assume a third situation— 
first, I assume that that five percent stands in a dif¬ 
ferent category as to the intangible than the other ten per¬ 
cent? 

A. Well, in the illustration you have given me, it can 
be proven that the five percent results from this competi¬ 
tion, and as I said before, all of these things are very 
closely related. 

Q. All right. Let’s assume a third case, the same three 
towns, two prospective purchasers—there is a little compe¬ 
tition between them, but the price paid was the same price 
as I gave you in the first illustration; that is, just ten 
percent more than replaceable present value of the physical 
properties. 

Now, I do not know and cannot tell you what the price 
would have been if there had not been two prospective 
purchasers. 

What is the nature of that 10 percent—and it is 10 per¬ 
cent, isn’t it, Mr. Rainwater? 

A. Yes, 10 percent now includes the factor of competition. 

Q. All right. On the facts I gave you, can you make any 
allocation as to how much of it is attributable to competi¬ 
tion? 
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A. No. It is impossible to separate it. 

Q. Impossible to separate it? 

4112 A. As of the present. 

Q. Now, on this last case I gave you we have fran¬ 
chise value, because the three towns had a franchise; we 
have territorial rights, because there was some territory 
outside the three towns not covered by franchise; we have 
also, I believe you said, some integration value, and we 
have got a fourth element now of competition, an amount 
paid for competition. 

A. Yes. 

Q. You are unable to give me any formula or basis to 
attempt to allocate this excess between those four factors, 
is that correct? 

A. Not on the facts you have given me, I couldn’t do it. 

Q. Suppose I gave you no additional fact except that 
studies made by the prospective purchaser, the actual pur¬ 
chaser, showed to him in a manner satisfactory to him 
that he could afford to pay the final purchase price and at 
the same time realize enough savings through integration 
to earn a reasonable return on his investment, and yet 
render better service and reduce rates. 

Would that additional factor alone enable you to make 
any allocation between those four factors? 

• •••••• 

4113 The Witness: I am uncertain as to what you mean 
by studies. In other words, if you are implying that 

in his price he is assigning certain amounts that he is 
willing to pay for one factor as against another- 

Mr. Young: No, sir. 

The Witness: —of course, that would be the fact. 

Q. I realize that, but I do not imply that. I assumed 
the purchaser had never put down on paper before he 
purchased this property, nor immediately afterward, that 
he paid so much for this and so much for that. 

My assumption was that through engineering studies he 
had satisfied himself conclusively in his own mind that he 
could afford to pay the price which he did pay, and that he 
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would through this integration and connection be able to 
reduce rates, make better service, render better service, 
and at the same time earn on his investment. That is the 
only additional factor I meant to give you. 

A. All you are telling me, as understand it, is that 
4114 he has been satisfying himself as to the overall price, 
whether it is a reasonable price and whether he can 
earn on it, and based on that I cannot attempt to break 
that down between the elements. 

• •••••• 

4117 Q. All right. Now, Mr. Rainwater, I have been 
trying to pursue this cross examination in the same 

order that your direct testimony was presented, and I come 
now to Question 30 on page 3518 and 3519 of the transcript 
for my present purposes, at pages 14 and 15 of your pre¬ 
pared draft. 

On page 3518 of the transcript you say, I believe, that 
“elimination of competition, actual or potential, was an 
important factor in the purchase of the Couch properties.” 

I believe that is correct, isn’t it, Mr. Rainwater? 

4118 You did say that? 

A. Yes. I am just having a little difficulty because 
my copy doesn’t have the same paging—I have found it, 
yes, sir. 

Q. And as a basis for that statement, you rest, as I under¬ 
stand it, upon the testimony of Mr. Moses and Mr. Wilkes, 
who have been witnesses in this case, and you say that Elec¬ 
tric Bond and Share and Couch “were competitors for 
various utility properties which finally entered into Arkan¬ 
sas Power and Light Company”. 

Now, am I correct that your conclusion or opinion that 
elimination of competition actual or potential was an im¬ 
portant factor in this Southern Power and Light acquisi¬ 
tion rests upon the testimony of Mr. Moses and Mr. Wilkes? 

Presiding Examiner: In that connection, I think the 
witness ought to look at the first part or the first statement 
in the answer to Question 30. 

Mr. Young: I agree with you, Mr. Examiner. 

Presiding Examiner: Which reads, “From information 
obtained by our staff from the company’s files, together 
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with the testimony of company witnesses in this case and 
of the witness F. M. Wilkes-” 

Mr. Yonng: I agree with you, Mr. Examiner, and I will 
amend my statement to include that. I was not purposely 
overlooking that. 

4119 The Witness: Well, what I meant there was there 
were other documents, which are exhibits in this case, 

which did indicate that the two groups were trying to get 
properties. 

By Mr. Young: 

Q. I was coming to that point. When you say * ‘from in¬ 
formation obtained by the staff from company files”, you 
are restricting it, I am sure, to exhibits which have been 
introduced into this record; you are not referring to other 
matters that are not evidence in this case, are you? 

A. No, sir. 

Q. Now, when you say that Bond and Share and Couch 
competed for various utilities properties which finally 
entered into the new company, please give me a list of the 
various utility properties you are referring to? 

A. Well, I don’t think I could give you a complete list 
without going through all of our documents, and also the 
testimony of the two individuals that I named. I can give 
you some without referring to those files. 

Q. Well, Mr. Rainwater, you say here that Mr. Moses 
and Mr. Wilkes testified that the Couch group and the so- 
called Little Rock interests of Electric Bond and Share 
were competitors for various utilities properties. All I 
want to know is what are the properties you refer to there? 

A. Well, I can’t give you a list of all the towns 

4120 which I understand is what you have in mind, with¬ 
out going back and searching all of our files and the 

testimony, but I can give you some of them. 

Q. Didn’t you have the complete list at the time you 
formulated this testimony? 

A. I went over all of them, but I didn’t sit down and 
make a list of them with the idea of submitting a list. Now, 
I know there are a number of towns. 

• •••••• 






1582 


Q. I am now talking about the ones you say that Mr. 
Moses and Mr. Wilkes testified that the Couch group and 
the Electric Bond and Share group competed for, which 
later came into the Arkansas Power and Light Company. 
You used the expression “various utility properties’’. 

A. That is right. 

Q. Now, whatever you mean, I want to know what those 
were. 

A. There are a number of isolated properties. 

Q. All right, sir. 

A. The first one that occurs to me is Searcy. 

Q. Searcy—I was sure that would occur to you. 

A. I believe another one is Wynne. 

4121 Q. All right. 

A. Another one, I believe, is DeValls Bluff and 
Hazen. Now, those are the only ones that I just remember 
right offhand. 

• •••••• 

Q. What I now refer to is the towns you were referring 
to at the bottom of page 3518 of the transcript— 

4122 Searcy, DeValls Bluff, Wynne, Hazen, plus any other 
towns you may later call to my attention. 

A. Yes, sir. 

• •••••• 

Q. I believe I will ask you to indicate to me, Mr. Rain¬ 
water, where in the testimony of Mr. Moses or Mr. Wilkes, 
or both of them, they testified there was competition be¬ 
tween the Couch interests and the Bond and Share as to 
DeValls Bluff and Hazen. 

A. Mr. Moses testimony, record page 111, where the 

question was asked- 

Q. On what town ? 

A. DeValls Bluff. The question there was, “Also the 
town of DeValls Bluff. Isn’t that one of them?” And 
I believe in that place Mr. Moses made the statement, “I 
think DeValls Bluff was acquired after.” 

Then at Record 115, Mr. Moses was asked the question, 
“Surely then you know as a matter of fact, do you not, 
Mr. Moses, that the DeValls Bluff was not one of the towns 
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which the Couch interests acquired prior to June of 
19251 ” 

4123 “Answer: No, sir, that was acquired by Electric 
Power and Light or their interests. That is Hazen, 

DeVails Bluff and Lonoke that you mentioned. They were 
all along about the same time.’’ 

Now, there is some question from that answer as to 
whether it was before or after, but I interpreted it that these 
were—Devalls Bluff and Lonoke were in the group. There 
may be some question from that answer. 

Q. Sir? 

A. I say there may be some question from that answer 
as to whether those particular ones were in the group. 

Q. I don’t believe I saw any reference to any competi¬ 
tion in any of those answers you read, Mr. Rainwater. I 
thought they related to the time the town was acquired, 
and there seems to be considerable uncertainty about that, 
does there not? 

A. No, there are questions prior to that, Mr. Young, 
which indicate that the questions that Mr. Purdue, I believe, 
was asking of Mr. Moses- 

Q. Now, we are not talking about Devalls Bluff, is that 
right? If you will point out to me the questions ahead of 
that to indicate the testimony of either Moses or Wilkes was 
that there was competition as to DeValls Bluff I shall 
appreciate it. 

A. Well, I don’t have the complete transcript, but 

4124 I do have some excerpts which I thought indi¬ 
cated— 

Q. Don’t you have a memorandum of that, Mr. Rain¬ 
water? 

A. Memorandum? 

Q. Yes. When you made these references to the testi¬ 
mony of Mr. Wilkes as supporting these statements, didn’t 
you make some memorandum of it? 

A. No, I didn’t make any memorandum, no, sir. 

Q. Well, of course I don’t want to ask you to take the 
time and the time of the Examiner here to go through the 
record. I have the complete record here, by the way. 

But I am very anxious for you to point out to me in the 
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record where either Mr. Moses or Mr. Wilkes testified that 
there was competition as to Hazen, and I would appreciate, 
if you are not able to do so now, I will appreciate your 
doing so when you get time. 

A. All right, sir. 

Q. Now, I want to ask you the same question about Hazen, 
where the testimony of Wilkes or Moses, either one of them 
said there was any competition for the purchase of that 
town between Bond and Share and the Couch group. Did 
I say Hazen before ? 

A. I believe you did. 

Q. I thought I said Devalls Bluff. Whichever one I said 
before, I mean to say the opposite now. I want both of 
these questions together to cover DeValls Bluff and 
4125 Hazen. As to which one I am on now, I am at a total 
loss. 

A. Well, before we leave DeVails Bluff, I notice in Ex¬ 
hibit 196—-— 

Q. I am not asking you about exhibits. I am going to 
come to that directly. I am talking now about the testimony 
of Wilkes and Moses which you mentioned in your direct 
testimony. We will come to the exhibit. 

A. Well, I think I would prefer to check the full tran¬ 
script to get your reference. 

Q. Does that apply both to DeValls Bluff and Hazen? 

A. DeValls Bluff and Hazen, yes, sir. 

Q. In other words, you have named me four towns that 
are shown by the testimony of Wilkes and Moses to have 
been competed for by the Couch group and the Bond and 
Share group, and if you find any others you are going to 
let me know, and you are to give me the transcript refer¬ 
ences of the testimony as to DeValls Bluff and Hazen? 

A. Yes, sir. 

Q. Now, referring back to the exhibits that have been 
introduced by the staff, and which you say is what you 
meant by the first line of your answer to Question 30, tran¬ 
script 3517, will you please identify for me the numbers 
of the exhibits upon which your conclusion in this regard 
is based? 

A. Are you still referring, Mr. Young, to this where 
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4126 you are speaking of the exhibits in connection with 
the competition between the Couch and the Arkansas 

Central interests? I was just trying- 

Q. I am restricting it solely to that particular element 
of competition. We are going to try to take these up one at 
a time. 

A. Well, in Exhibit 162, which is a letter from Mr. Wilkes 
to Longino- 

Q. Let me interrupt you, Mr. Rainwater. Are all the 
exhibits that you are going to refer to—have they been 
admitted into evidence? 

A. I believe so, yes, sir. 

Q. Excuse me for interrupting. Go right ahead. 

A. In that letter reference is made to the town of Searcy. 

Q. Yes, sir. 

A. It is a letter from Mr. Wilkes, who at that time was 
connected with the Couch interests. 

Q. Yes, sir. Now, what part of that exhibit did you 
rely on? 

A. I was just coming to that. 

Q. Excuse me. 

A. The statement is made,* * The city has been approached 
by the Little Rock Railway and Electric Company with a 
proposition to sell the plant, but they do not believe 

4127 that they will act favorable to this proposal as one 
of the members of the Board is strongly opposed to 

the sale of this plant, and the other two members are 
friendly with the Arkansas Power Corporation. 

Q. What other exhibit, Mr. Rainwater? 

A. Exhibit 205. 

Q. 205? 

A. Being a letter dated December 6, 1924, from Mr. Pet- 
tie to Mr. F. M. Wilkes. The statement in this letter which 
I will quote is, “I am of the opinion that this matter should 
be pressed energetically in order to protect the territory as 
all of us believe that local interests are going to get into 
that field shortly and vigorously if we don’t and it is going 
to be a question of beating them to it.” 

That refers, as indicated by the preceding sentence, to 
Cabo^ Judsonia and Searcy. 
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Q. Did that refer to competition between Bond and Share 
and the Couch group? 

A. Well, that is a statement of the local interests. Now, 
“local interests’’ must be the Little Rock group. 

Q. You mean that the Bond and Share group would be 
talked about as the local group down there in Arkansas? 

A. I think they are speaking of Arkansas Central. 

Q. You think then that when they say local inter- 

4128 ests thev are talking about Arkansas Central. 

m V 

What is vour next exhibit ? 

* 

I think, Mr. Rainwater, we can save time—I am sure you 
have a great many of them on Searcy, and if you will just 
group them all together we can expedite the matter. I am 
satisfied you do have a great many of them relating to the 
town of Searcy. 

A. Yes. 

Q. And if you will refer to them in a group, we will pass 
over them quickly. 

A. I can’t give you the numbers without checking them 
through. I don’t want to give you the numbers without 
checking. 

Q. Unquestionably there was competition at Searcy. 

A. I think it is very apparent that there was, yes, sir. 

Q. All right, let’s omit Searcy from the group we are 
discussing. What about any other towns? Do you have 
any exhibits that refer to any other towns ? 

A. Exhibit 195 in regard to DeValls Bluff. In that letter 
I want to point out that it doesn’t identify who the interests 
are, but there is an indication that other interests are com¬ 
peting for DeValls Bluff, and that is a letter from Mr. Arm¬ 
strong, who I believe was identified as being connected with 
the local group there at DeValls Bluff. 

Q. I think that is correct. 

4129 A. To Mr. Wilkes. 

Q. Offering to sell him this property? 

A. Yes, and he says that “other parties are waiting on 
me.” 

Q. All right, sir. 

i A. Did you want me to go through all these exhibits, 
Mr. Young, or would you rather have me make a check- 
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Q. I certainly want to know all the exhibits that you 
refer to which you relied on to support your conclusion. 

Now, if it is going to take much time, I shall be glad to 
have you do so later, but I am very anxious to have it 

It appears that will take some amount of time! 

A. Yes, I have quite a group of photostats here, and to 
give you the numbers which refer to this period where there 
was competition between Arkansas Central and the Couch 
interests, I would like to go through and check them to give 
you the reference. 

Q. All right, now, so far we have only identified four 
towns, I believe, Searcy, Wynne, DeValls Bluff and Hazen. 

A. Those were the towns that I recalled that Mr. Moses 
mentioned in his testimony and I believe, as I recall it, Mr. 
Wilkes was also questioned about some of those towns. 

Q. And you are going to get me the transcript references 
of Moses and Wilkes to DeValls Bluff and Hazen ? 

A. Yes, sir. 

4130 Q. And the exhibits that will support the conclu¬ 
sion as to all four of the towns, and any others you 

mention? 

A. In that list of exhibits, do you want me to also include 
Searcy, all exhibits relating to Searcy? 

Q. I don’t think so. I think you and I would readily 
agree that competition at Searcy has been fully and ade¬ 
quately established. For the sake of brevity, just omit 
the ones concerning Searcy. 

Now, on page 16 of your draft in answer to Question 30, 
transcript 3519, you testified that Mr. Moses testified that 
the Byllesby interests and Associated Gas and Electric 
Company competed—and the word ‘ 1 competed” is a direct 
quote from your testimony—with Electric Bond and Share 
in acquiring the Couch properties. 

What did you mean by the word “competed” that you 
used at that point? 

• •••••• 

Q. Do you mean that in the sense that these companies 
bid for the property and attempted to buy them? 

4131 A. I can’t say whether they actually made a bid 
for them. I can only go by what Mr. Moses stated 
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in Ms testimony, that they were after the properties, I 
believe was the language that he used. 

Q. Did he say they competed ? 

A. I don’t believe he used the word “competed”. I 
can give you the language, if you want. 

Q. Well, you didn’t mean to infer, then, when you said 
competed that they bid for the property as against the 
Bond and Share group? 

A. I meant—what I understood Mm to mean was they 
were all trying to get these properties. Now, whether it 
reached the stage that each one of them submitted a bid, 
I don’t know. 

Q, Do you know whether the Byllesby group or the Asso¬ 
ciated Gas and Electric ever submitted an offer for the 
properties, and do you understand that Mr. Moses said 
that they did? 

*•••••• 

The Witness: No, I don’t believe Mr. Moses testified 
that they actually submitted a bid for the properties. 

Q. Wouldn’t it be more accurate, Mr. Rainwater, to say 
in quoting Mr. Moses’ testimony that all he said was 
4132 that the Byllesby interests and the Associated Gas 
and Electric group were interested in the Couch 
properties? 

A. No, I think it was more than that. The question was 
with regard to the Byllesby interests, and reads: “The 
Byllesby interests already had men down investigating and 
wanting to purchase your properties? Answer: That is 
correct, Mr. Purdue.” 

That sounds to me as if they were more than interested. 
It seems to me they were actively engaged in trying to 
get them. 

Q. Did he say they made an offer for the properties? 

A. No, he doesn’t say that. 

Q. What is your reference to the Byllesby group ? 

A. That was the Byllesby group that I gave you. 

Q. I mean the Associated Gas and Electric. 

A. That is Record 123. The question was, “One of 
Mr. John Nickerson’s associates also was definitely inter- 



1589 


ested in trying to purchase the Couch interests, was he not ? 
Answer: Mr. Nickerson had some people he was helping 
to finance. I don’t know whether or not you would call 
them his associates, but some of his clients were interested 
in purchasing the property.” 

‘‘Question: Who were those clients? Answer: Asso¬ 
ciated Gas Company.” 

Q. Is there any indication that they ever made an 

4133 offer for any of the Couch properties? 

A. No, sir. 

Q. Did you infer from Mr. Moses testimony that the 
Electric Bond and Share interests knew these other people 
were interested in the Couch properties? 

A. Well, I inferred that they knew about it from one 
of his answers to another question. 

Q. Will you look at page 123 of the record, at the ques¬ 
tion at line 19: “ The Mitchell group knew that the Byllesby 
interests were interested, and vice versa? Answer: I don’t 
know about that.” 

A. Yes, he says that, and in the next answer he says, 
“Generally I think I do.” 

Q. You mean he thinks he knows about it. Do you think 
that refers to his knowledge about it? Will you complete 
his answer there? 

A. “Not if you mean by that we were telling the Mit¬ 
chell group if you won’t pass I am sure the Byllesby inter¬ 
ests -will. I am sure the Mitchell group did know that all 
the big utilities groups were interested in buying utility 
properties at that time.” 

Q. As a general proposition, is it not? 

A. The last sentence could be interpreted as covering 
properties generally. 

Q. You don’t mean to imply that you got it from 

4134 Mr. Moses’ testimony or Mr. Wilkes’ that Associated 
Gas and Electric and Byllesby and Mitchell bid 

against each other for the Couch properties, do you ? 

• •••••• 

The Witness: I think from their testimony it is pretty 
clear that the other groups were trying to get these prop¬ 
erties. Now, whether they readied the point of actually 
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submitting bids, I don’t think that can be inferred from 
Mr. Moses ’ testimony. 

' Q. I think that is a fair statement, Mr. Rainwater. 
You say in Question 30, also on page 16 of the printed 
draft, transcript 3519, that, “another major factor was 
the prospect of realizing large earnings from acquiring 
the right to furnish public service, utility service, 

4135 in a territory in which there was no rate regulation.” 

What territory do you refer to there, Mr. Rain¬ 
water? 

A. Why, in the territory generally being served by the 
two groups. 

Q. You mean the territory served by the Couch and 
Mitchell groups in Arkansas ? 

A. Yes, sir. 

Q. And you are referring to the period of time, I sup¬ 
pose, about 1925, may be a little just before and a little 
just after? 

A. Along about that time. 

Q. Now, I believe you say that that is the major factor 
in your opinion? 

A. Well, I think it is an important factor, the fact that 
they were in a territory where there was no rate regulation, 
and they didn’t have at least any prospect of a regulatory 
commission holding them down to a fair rate of return. 

Q. I gather then an essential part of that major reason 
is that there was no rate regulation? 

A. That is right, yes, sir. 

Q. I am very much interested, Mr. Rainwater, in where 
you get your information that there was no rate regulation 
in Arkansas at that time. 

A. I am speaking of that in the sense of any 

4136 comprehensive rate regulation. There was no regu¬ 
latory commission, as I understood it, that was 

regulating rates generally in the state of Arkansas at that 
time. 

Q. What is the source of your information on that, Mr. 
Rainwater? Did you get that from vour attorneys? Have 
you read that somewhere? 

A. Well, I think I have at some time or other ascertained 


1591 


when the present Commission or its predecessor was or¬ 
ganized. 

Q. And you just assumed that prior to that time there 
was no rate regulation in Arkansas? 

A. I am speaking of a comprehensive rate regulation 
by a regulatory commission of electric rates. 

Q. Well, now, Mr. Rainwater, if a whole system consists 
of just one town, and that was quite true in those days. 
Rate regulation of that town might be comprehensive and 
still not be by a state commission, might it not ? 

• •••••• 

4137 The Witness: I was thinking in the sense of com¬ 
prehensive rate regulation by a regulatory commis¬ 
sion. Now, it is possible there might have been some at¬ 
tempt by the municipalities to regulate rates down there, 
but from my own experience generally with regulation that 
might be given by a municipality, I think it is very incon¬ 
sequential. 

Q. Have you had any experience along that line in Arkan¬ 
sas? 

A. Not in Arkansas, no, sir. 

Q. Do you know what the rule was and the law was in 
Arkansas as to the amount a utility was permitted to earn 
inthel920’s? 

• •••••• 

The Witness: I don’t know whether there was such a rule 
or not, but I am wondering who there was there to enforce it 
even if there was such a rule. 

Q. Did you ever hear of the Arkansas Railroad Com¬ 
mission? 

4138 A. Yes, I am familiar with the fact that in most of 
the states there was a Railroad Commission. 

Q. When you say that the prospect of realizing large— 
and I quote the word “large”—earnings, and then you go 
on and say “enhanced earnings”, the word enhanced, are 
you using those words in a sense of being excessive, as 
meaning excessive? 
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A. No, I mean superior earnings, better than normal. 

Q. What was normal at that time, Mr. Rainwater? 

A. In the state of Arkansas ? 

Q. Yes. 

A. This is along about the year 1925? 

Q. That is right, that is what you were talking about, 
wasn’t it? 

A. I don’t know what would be the recognized rate in 
the state of Arkansas, if there was a recognized rate. 

Q. You say- 

A. I know generally what the rate of return was that was 
being used generally for regulating public utility properties 
along about that time. 

Q. What was it, Mr. Rainwater? 

A. Oh, I would say it was around 7 percent or something 
like that. 

Q. And when you used the word “large” or “enhanced” 
in your answer to Question 30, you mean a rate higher 
4139 than that rate? 

A. Yes. 

Q. In other words, higher than a reasonable rate of re¬ 
turn, is that the sense in which you used the phrase ? 

A. Higher than a reasonable rate of return just on 
physical property, only, that they acquired in these trans¬ 
actions. 

Q. Physical property only? 

A. Yes. 

Q. Oh, you are qualifying it as to physical property only? 

A. Well, if I am thinking of excess earnings, I am think¬ 
ing—if they are buying properties, if they can realize more 
than reasonable return on the properties, that is the physical 
properties that they are acquiring, I am thinking of it in 
that sense. 

Q. Well, you know, Mr. Rainwater, maybe we are having 
some difficulty, but in your answer to Question 30 you said 
that a major factor underlying your opinion was that the 
reason for the Southern Power and Light Company pur¬ 
chase was the prospect of realizing large or enhanced earn¬ 
ings in a territory where there was no rate regulation. 

A. I am thinking in terms of superior earnings. 



1593 


Q. All right, superior. And that you have said means 
above a reasonable rate of return? 

4140 A. Yes, sir. 

Q. You mean that they expected back there to get 
a superior earnings from the physical property alone? Is 
that the way you used it ? 

A. No, I think measured by return just on the physical 
property that they expected to get a return that would be 
considerably over and above that. 

Q. And that is a major factor in your opinion? 

A. Yes, they were buying excess earnings in my opinion. 
Q. Now, if you are mistaken as to the law in Arkansas 
at that time, and there was rate regulation and all that a 
utility was permitted to earn was a reasonable return on the 
fair value of its properties, w’ould that change your opinion 
in any way, Mr. Rainwater? 

A. It wouldn’t change my opinion at all that what they 
were buying there was earning power. That is all that I 
can see in this situation, that you have all these various 
elements and I have tried to rationalize it for you; but I 
think whatever they bought, they were buying earning 
power—that is, prospective earning pow’er. 

• *•••#* 

4141 Q. Didn’t you say that a major factor in your 
opinion was the prospect of realizing large earnings 

from acquiring the right to furnish service in a territory 
in which there was no rate regulation ? 

A. Yes, I made that statement; yes, sir. 

Q. Now, ray point is this: if you are incorrect as to the 
statement about there being no rate regulation, and the 
major factor you have mentioned is erroneous, would that 
change or influence your opinion in any way? 

• •♦•••* 

4142 Q. Now, you answer that any way you like, Mr. 
Rainwater. If there are two questions there, you 

separate them. 

A. It wouldn’t change my opinion that what they were 
buying in the aggregate was earning power. Now, I have 
tried to rationalize some of these situations. 

Q. Yes. 





1594 


A. But it still goes back just as one of the company wit¬ 
nesses here testified, that all of these elements, no matter 
what you call them, still are earning power that are being 
purchased. 

Q. Well, that is true when you make any commercial pur¬ 
chase, isn’t it, Mr. Rainwater, that what you are buying is 
earning power! 

A. Broadly, but I am thinking here of something more 
than a normal earning on the physical property alone. That 
is why I gave this as a basis that they were intangibles they 
were purchasing. 

Q. But, Mr. Rainwater, my point is this: if you are in¬ 
correct as to there being no rate regulation in Arkansas 
at that time, could they have expected a superior earning 
power, or a return above a reasonable return! Would it be 
logical for them to have expected that! 

A. Well, I am faced with this fact, that they are paying 
for something more than for physical property. 

4143 They must have been expecting something more in 
the way of earning power, or they wouldn’t have 

made such a purchase. 

Q. Oh, you mean that nothing more than physical prop¬ 
erty has any value! 

A. No, I didn’t say that. I said they were expecting to 
get earnings in addition. 

Q. Do you mean by that they expected a reasonable re¬ 
turn on the investment they made! 

A. They expected a return which is sufficient to justify 
what they were paying. 

Q. Well, need that be superior or excessive, necessarily! 

A. Well, I have trouble on vour word “excessive”. I 
think it is undoubtedly superior, but I am not sure whether 
it would be excessive. If you are using it in a legal sense, 
I don’t know whether it would be excessive or not. 

4144 Now, let’s turn to the Frank A. Reid properties 
that you mentioned in the answer to Question 30 on 

page 17 of the draft, transcript reference 3520. Will you 
name for me the properties that are included within that 
group! 
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A. I have a list which is compiled showing the towns 
which I understand were in that group, Lewisville- 

Q. How many of them are there, Mr. Rainwater? 

A. Well, there are twelve towns, plus a thirteenth one 
which apparently was only an ice property acquired. 

Q. Well, I believe you had better give them to me, and 
do so rather slowly, please? 

A. Lewisville, Wilmot, Montrose, Portland, Tillar, Win¬ 
chester, Marvell, Lake Villlage, Lonoke, Hazen, Searcy, 
DeValls Bluff, and this last one that I mentioned before 
I don’t know how you pronounce it—McGehee, I guess. 

Q. I believe you said the total acquisition adjustment 
on these properties w~as $960,000. 

A. I believe that was what it was, approximately, yes, 
sir. 

4145 Q. And you also say on page 3520 that Searcy was 
in this group for which Arkansas Central and Couch 
interests were competing, and then you go on and say that 
Hazen and DeValls Bluff were also in this group, and that 
the exhibits in the case and the testimony of Mr. Moses 
and Mr. Wilkes indicate that Couch and Arkansas Central 
groups were competing for these properties. Now, I be¬ 
lieve you are going to try to furnish me the transcript ref¬ 
erence about Hazen and DeValls Bluff. That is the same 
thing we referred to earlier? 

A. Yes, sir. 

Q. And to Moses’ and Wilkes’ testimony, and you were 
also going to furnish me, I believe, your exhibit references 
other than Searcy, which would include that, would it not? 

A. Yes, sir. 

Q. Now, I would like to extend that request, of course 
to include all of those other towns that you have named. 
I gather that the only support you have in the record on the 
rest of the towns which you have not named specifically 
are the exhibits introduced by the staff. Is that correct? 
That is, there is no testimony that you depend on? 

A. Yes, I think that is correct. I don’t think I indi¬ 
cated—at least I didn’t mean to indicate—that they were 
competing for every one of these towns in this group. I 
certainly didn’t mean to so indicate. 
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4146 Q. Well, I didn’t understand it that way, either. 
But it is a little general language. You say compet¬ 
ing for these properties, but you did not mean to name them 
all, I know. 

A. No, sir. 

Q. And if you will furnish me those exhibits that refer 
to those towns, I will appreciate it. 

Mr. Rainwater, either you or our staff is confused about 
these Frank A. Reid properties. According to the informa¬ 
tion I have here in front of me, the excess applicable to 
all these properties was only $130,000, approximately, 
whereas you say it was $960,000. 

Can you show me how you arrived at that figure of 
$960,000? 

A. Well, I believe that figure was furnished to me by Mr. 
Cross, and I don’t have the details of it here. 

Q. At the recess, would you ask Mr. Cross to give you 
enough detail where you can explain that, please, sir? 

A. Yes, sir. 

Q. It may be that you are entirely right, but the response 
which I hold before me indicates it was considerably less 
than that amount. 

Now, turning to the Vernon D. Walker properties which 
you mentioned also in Question 30 on page 17 of your draft, 
and transcript pages 3520 and 3521, what are the 

4147 towns which you refer to as being within that group? 

Is there a long list, Mr. Rainwater? 

A. There probably would be. Do you want the list of all 
the towns, sir? 

Q. I would like to have the larger towns—of course, it 
may be that you don’t know what the larger towns are. 

A. Do you want the names of the towns in this group? 

Q. Let’s see, maybe if you named companies which make 
up that Walters group- 

A. Well, I have named them in my testimony as Southern 
Edison, Arkansas Public Service, North Arkansas and 
Southwestern Gas and Electric. I have a list here, if you 
want those. 
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4155 Q. Mr. Rainwater, I believe that this morning 
you were going to furnish me transcript references 

to testimony of Mr. Moses and Mr. Wilkes—or Mr. Wilkes 
as to competition in the acquisition of Hazen and De Vails 
Bluff. May we take that up first, please, sir? 

A. Yes, sir. 

Q. Either town you wish to take up first. 

A. In regard to Hazen, at Transcript Page 2277, Mr. 
Wilkes testified that Arkansas Light and Power and Ar¬ 
kansas Central Power Company were trying to buy the 
property at Hazen in the Spring of 1925. That is at record 
2277, line 19 of that page. 

Now, I have also prepared a list of exhibits in connection 
with Hazen. Did you want me to give those at this time, 
Mr. Young! 

Q. Yes, if you please, sir. 

A. Exhibit 199 is an investigation report on Hazen 
Electric Light Company, signed by Mr. G. I. Branch, and 
dated March 20,1925. This Mr. G. I. Branch was identified 
as an Arkansas Central man by Mr. Wilkes at Transcript 
Page 2268. 

The next exhibit is Exhibit 22, which is a purchase agree¬ 
ment dated April 10, 1925, between J. D. Cash for Hazen 
Power and Light Company and 0. H. Simonds for 

4156 Arkansas Central. 0. H. Simonds was identified by 
Mr. Moses as an Arkansas Central man at Record 

113. 

Now, D. H. Cantrell signed as attorney for Simonds, 
and Mr. Cantrell was identified also as an Arkansas Central 
man. 

These two exhibits that I have referred to are the ex¬ 
hibits which show that an investigation in regard to Hazen 
was being carried on by Arkansas Central. 

Q. And that it was- 

A. Eventually purchased. 

Q. By Arkansas! 

A. Yes, sir. 

Q. All right, sir. Now, that concludes Hazen! 

A. Yes, sir. 

Q. How about De Vails Bluff! 

A. With respect to De Vails Bluff, I will refer first to 
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the exhibits and testimony as it becomes relevant in rela¬ 
tion to the particular exhibit. I think it will be easier for 
the chronology of the two. 

Q. Are we talking about the testimony of Wilkes and 
Moses now? 

A. Yes, sir, in regard to De Yalls Bluff, and the exhibits. 
Q. All right, sir. 

A. De Vails Bluff. We will start off with Exhibit 193, 
which is an investigation report of G. I. Branch on 

4157 De Vails Bluff, Mr. Branch having already been 
identified as an Arkansas Central man. 

This report was dated March 20, 1925. 

Next is Exhibit 194, which is a letter dated April 14, 
1925 from Mr. Wilkes of Arkansas Light and Power Com¬ 
pany to Mr. Armstrong of De Vails Bluff Light and Ice 
Company, in which Mr. Wilkes stated: 

“We would be interested in purchasing your electric 
system alone, if you desire to make such a sale.” 

The next exhibit is No. 195, a letter dated April 16, 
1925, from Mr. Armstrong to Mr. Wilkes, in reply to the 
letter of April 14, just referred to. In this letter, Mr. 
Armstrong states he is open for proposal on light and 
power property, but that such proposal must be made 
promptly: 

“. . . as other parties are waiting on me, and I 
shall be obliged to give them an answer by the first of 
the week.” 

Then at page 2274 of the record, this was Mr. Wilkes’ 
testimony when Exhibit 195 was shown to Mr. Wilkes. He 
stated that he had no doubt who the other parties were, 
that it was National Power and Light. 

The next exhibit is- 

Q. We are still talking about De Vails Bluff? 

A. Oh, yes. 

The next exhibit is No. 196. This is a letter dated 

4158 April 17, 1925, from Mr. Wilkes to Mr. Armstrong 
in reply to the letter of April 16, which I have just 

mentioned. In this letter Mr. Wilkes stated that he did 
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not feel justified in making a definite offer and he hoped 
that Mr. Armstrong would keep his property, but that if 
he sold to the other people, Mr. Wilkes would like to see 
him get an exorbitant price, and he could use: 

* 4 • • . our company to force up their bid when they 
come to see you.” 

This suggestion, as I see it, is equivalent to or would have 
the same effect as if he had made a competitive bid in rela¬ 
tion to the price. 

Q. Apparently Mr. Wilkes made no attempt to acquire 
the De Vails Bluff property? 

A. Nothing other than what I have mentioned. 

Q. All right, sir. Will you continue, please? 

A. Exhibit 23 is a copy of a contract, unsigned, dated 
4^21-25. You notice these dates are all very close together, 
and that is why I am giving them. This is a copy of a con¬ 
tract between L. H. Armstrong of De Vails Bluff and 0. H. 
Simonds of Arkansas Central. This is an agreement to 
purchase De Vails Bluff property. 

This agreement provides, under paragraph 2, that Arm¬ 
strong shall secure as quickly as possible a franchise from 
the Town of De Vails Bluff and assign it to Simonds. 
4159 Paragraph 3 provides that Armstrong, who pres¬ 
ently holds an option on the property, will secure a 
sale of the De Vails Bluff property, and when such sale 
is made he will convey it to Simonds. The price stated in 
this contract is $15,000. 

Exhibit 197 is a copy of an electric franchise dated April 
27, 1925, granted by the Town of De Vails Bluff to Arm¬ 
strong. This franchise carries notations on the side indi¬ 
cating that Armstrong accepted the franchise on 4-27-25, 
and assigned the franchise to Simonds on October 16, 
1925. Now, this is a lapse of about six months, which may 
be due to the requirement which I mentioned under Exhibit 
23 that Armstrong still had to consummate the purchase 
of the De Vails Bluff property before he could convey it to 
Simonds. 

In the Company’s original cost study, Item A, page 125— 
this may be significant again as to dates because it shows 
both dates, April 27, 1925, and October 16, 1925. 
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Q. Mr. Rainwater, of course we are talking now only 
about competition. You understand that, don’t you? 

A. Yes, but I was just trying to carry through that they 
actually bought the property. That’s all I was trying to 
show, and I was just trying to give the chain of what hap¬ 
pened, as I get it from the record, from the exhibits. 

Q. Go ahead in your own way. 

A. Item A, page 125, being an historical chart with ref¬ 
erence to Lonoke, Hazen and De Vails Bluff, shows 

4160 under De Vails Bluff, municipal plant, date of April 
27, 1925; and then immediately below it, L. K. Arm¬ 
strong Light, Ice and Water, October 16, 1925. 

Now, those are all the reference that I have taken down 
with respect to Hazen and De Vails Bluff. 

Q. Yes, sir. 

A. I am not sure that I gave you all the references as to 
when. 

Q. You need not do so. 

A. All right, sir. 

Q. Now, so far we have four towns that you have re¬ 
ferred to as showing competition between Bond and Share 
and the Couch group, which eventually came into the 
Arkansas Power and Light Company system, and those, 
I assume, are the ones you refer to on Transcript Page 
3518, where you say that those two parties were competi¬ 
tors for “various utility properties,” which finally entered 
into respondent company. Now, those four are Searcy, 
Wynne, Hazen, and De Vails Bluff. Are there any others? 

A. I believe those are all that I referred to in my testi¬ 
mony as to active competition between the two groups. 
However, I do have acquisitions of towns in which there 
was area competition or territory competition. What I 
mean by that is that each of the two groups at or about the 
same time—that is, a little prior to April 1925— 

4161 were moving into the other’s territory and buying 
towns; and I have a number of towns which I have 

listed here as acquisitions by the Mitchell interests, and also 
a number of towns which were acquired by the Couch in¬ 
terests. 

Q. You mean you can give references in the transcript 
to where there was competition between the two groups? 
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A. I didn’t mean direct competition. I meant that they 
were buying the towns in the same general area as the other. 

Q. You mean- 

A. There was territorial competition there. 

Q. You mean during the same period of time each group 
was attempting to extend its system? 

A. Yes, and they were more or less interlocking with 
each other on that extension of territory. 

Q. Do you have any reference to any particular group 
there, Mr. Rainwater? 

A. Yes. 

Q. What is it? 

A. In regard to the acquisitions of the Mitchell group 
or the Arkansas Central, as it is sometimes called, I have 
listed a group of towns. This is as complete as I was able 
to get them from going through the record. 

Q. Let me understand what that list is. Is it a list of 
towns that were acquired by Arkansas Central within a cer¬ 
tain length of time, is that what this list is? 

4162 A. Yes, sir. I am trying to confine it to the period 
immediately prior to or about April 1925 when the 
two groups were- 

Q. How long a period of time w’as it that was covered? 
How long a period of time does it cover? 

A. A very short period. I think just a few months. 

Q. I see. Prior to April? 

A. Yes, sir. I think I have one that extends over a little 
beyond April. 

I have these five towns: Parkin, Earle, Marion, Hulbert, 
and West Memphis. 

Q. Parkin, Earle, Marion Hulbert, and West Memphis. 

A. Yes, sir. 

Q. These have been known as the East Arkansas Power 
Company towns? 

A. Yes, sir. 

Mr. Purdue: With the exception of Earle. I don’t think 
Earle is in East Arkansas Power and Light. 

Mr. Young: That is all right. We will accept that. 

By Mr. Young: 

Q. All right, Mr. Rainwater. 

A. These five towns- 
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Q. They are known as East Arkansas towns. 

A. Parkin was acquired by the Mitchell interests in 
or before April of 1925, according to the testimony of 
4163 Mr. Moses, at Record 116. 

I would like also to refer to Exhibit 208, which is 
the weekly report of Mr. Wilkes for the week ended March 
23, 1925, in which he states he visited Wynne, Earle, and 
Parkin, and he didn’t think the revenues would justify the 
price they would have to pay to get them, which would 
indicate he was making some investigation of those towns. 

Q. And had concluded not to proceed further? 

A. Yes, sir. 

And now, as to the general proximity of these towns to 
the territory of the Couch group and the territory that they 
were interested in, I want to point out that Wynne was in the 
same general area, and Mr. Wilkes testified at Transcript 
Page 2289 that both groups were fighting for Wynne and 
that he made an offer for Wynne. 

Q. Do you have Transcript 2293? Is it not shown there 
on page 2293 of the transcript that Mr. Wilkes said specfi- 
callv that they had no fight over any of the towns in the 
East Arkansas group except Wynne? 

A. I think you misunderstood my testimony, because I did 
not imply that there was a direct fight for these towns. 
I was pointing out area competition. And he says here: 

“As I remember it, those were bought. I have no 
memory of making any fight for Parkin nor Earle, 
and certainly not for West Memphis and those 
4164 other towns you named. I was not in a fight 
at all over those. They were very far to the 
East. Wynne was the only place in that area that I 
ever went in competition with the other folks on.” 

But he did refer to Wynne, and that’s all I was referring 
to. 

Q. You mean Wynne is the only town in the East Arkansas 
group that you are relating competition to? 

A. Well, I was pointing out again that Wynne was in the 
territory that they were interested in. That’s all. 
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Q. You also notice that on page 2294, Mr. Wilkes stated 
that these towns were not considered as being in the area 
of the Couch group ? 

• •••••• 

4165 Q. Did Mr. Wilkes state at that point he did not 
consider East Arkansas towns in the territory of the 

Couch group ? 

A. Yes, sir. But in Exhibit 208 he also showed that he 
had been investigating them to determine their revenue 
possibilities. 

Q. And you ignored the direct statement of Mr. Wilkes 
and took the inference from his report? 

A. That is his written report—that he went up there and 
investigated the towns. 

Q. I believe Mr. Wilkes was a witness for the staff in 
this case, was he not ? 

A. I believe he was, yes, sir. 

I am not through with my list, Mr. Young. 

Q. Excuse me, sir. 

A. Another town which I would like to mention, which 
overlapped this period is Lonoke, which is west of Hazen. 

Q. All right. 

A. That, according to the record, as indicated by Ex¬ 
hibits 202, 203 and 214, was acquired by the Mitchell 

4166 interests apparently in June, 1925. 

Q. Did Mr. Wilkes state specifically that there was 
no competition for Lonoke? 

A. I am not referring to direct competition. I am 
only pointing out the area of competition, and I pointed 
out it was just west of Hazen. In other words, I am not 
pointing these up to a direct fight between these two groups 
for these particular towns, but I am merely pointing out— 
and I think it is very important—that the two groups were 
competing for the territory in the same general area as the 
other. 

Q. In other words, even though there was no competition 
for Lonoke and the record so reflects, the acquisition of 
Lonoke by one of these two is support for your position of 
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competition between the two. Am I stating that fairly, Mr. 
Rainwater? 

A. It shows area competition. 

Q. It shows area competition? 

A. Yes, sir. 

Q. All right. 

A. That concludes my list of the towns acquired by the 
Mitchell group at this particular period. 

I would like now to mention some of the towns that were 
acquired by the Couch group on or about this time. 

Q. All right. 

A. First is Kensett. That was near Searcy, and 

4167 was acquired December 15,1924, and I might note in 
that connection that Exhibit 163 mentions that the 

Arkansas Central people were blocking progress in that 
area of the Couch group. 

Judsonia, being acquired December 1924, is also men¬ 
tioned I believe in Exhibit 163. 

Q. All right. 

A. Bald Knob, also near Searcv, acquired in January 
1925. 

Q. All right. 

A. That is referred to in Exhibit 166. In regard to 
this area competition, I might also cite the testimony of 
Mr. Moses at record 118 and 119 in which he referred to 
general area competition. That concludes the list. 

Q. Mr. Rainwater, now I think, if you have correctly 
advised me, we have four towns in which the record, 
either by testimony or by exhibits, indicates there was 
competition between these two groups in their acquisition, 
namely, Searcy, Wynne, Hazen and DeValls Bluff, the first 
three by transcript references and exhibits, and I believe 
the latter, DeValls Bluff, by exhibit reference. 

Now, is that list complete, and I am talking now about 
competition between Bond and Share and the Couch groups 
in acquiring specific operating properties ? 

A. Direct competition for the purchase of towns? 

Q. Yes. 

4168 A. Those are the only towns that I found from a 
review of the record and the exhibits which definitely 
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show such competition, but I must limit it to what I have 
information on. Those are the only four I can find. 

Q. That is all any of us can testify about, isn’t it, within 
the limit of our information? 

A. You asked me if it was complete. 

Q. That is right. Now, will you add up for me the total 
acquisition adjustment of those four towns and tell me how 
much is involved, and if you don’t have that readily avail¬ 
able would you have Mr. Cross or somebody else supply 
it to you sometime as soon as convenient? 

A. Yes, sir, I would be glad to do that, if it can be ob¬ 
tained. I have some question in my mind as to whether it 
can be obtained. 

Q. Well, I don’t know. Now, I believe I asked you to re¬ 
check the figure you gave about the total excess in connec¬ 
tion with the Frank A. Reid properties, being $960,000. 
Have you been able to do so ? 

A. Yes, sir, I have done so, and I find the $960,000, re¬ 
lating to the Frank A. Reid acquisition only, is in error, 
because the $960,000 refers to the acquisitions of 1925 and 
1926 as a group. 

Q. Yes. 

A. And the Frank A. Reid doesn’t cover all the 
4169 towns in that group, and I found by going back to the 
data in our papers that the figure is considerably 
smaller than that. You asked me to check the figure. 

Q. Yes. 

A. The figure I have is $133,806.55. 

Q. Well, the figure I had Friday was $130,000, and ap¬ 
parently that is approximately correct. 

A. I believe that is right, sir. 

Q. So your statement in that part of your answer on 
transcript 3520 containing the $960,000 figure should be 
revised to $133,000? 

A. Yes, sir, $133,806.55. 

Q. Now, you state, also on that same page, that the 
testimony of Mr. Wilkes and Mr. Moses indicates that the 
Couch and Arkansas Central groups were competing for 
those properties. 

Now, that includes Hazen, DeVails Bluff and Searcy. I 
assume in view of your answers this morning that none of 
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the other towns in that group are referred to by you when 
you talk about such testimony and such exhibits. 

4170 The Witness: To my knowledge there were no 
other towns, other than those just mentioned, where 

there was direct competition between the two groups. 

Q. I notice you also state on that same page, Mr. Rain¬ 
water, that in your opinion this competition had the effect 
of increasing the purchase price, and consequently the 
amount of intangibles in respect to these properties includ¬ 
ible in Account 100.5. Have you any opinion as to the 
amount of such increase? 

A. No, sir, I don’t know what the amount would be. 

Q. And what towns is it applicable to, those three towns 
Hazen, DeValls Bluff and Searcy? 

A. Those are the towns that I mentioned at that point. 

Q. Well, you have stated unequivocally that your opinion 
is the price -was increased. I realize it is difficult to state 
amounts, but certainly I can give you three widely separated 
figures of $1,000, $10,000 and $100,000. Do you have any 
notion of those figures what is correct ? Have you any judg¬ 
ment on the matter whatsoever? 

A. Well, I haven’t attempted to try to set dollar amounts 
on these factors, because it seems to me it would be impos¬ 
sible to do so. 

Q. And yet you are certain that there was some 

4171 increase due to that factor? 

A. I think it would be only common sense if the two 
groups were trying to buy properties that that would have 
some effect, and the only effect it could have would be to 
increase the price. 

Q. But as to how much, you have no opinion whatsoever? 

A. No, sir. 

Q. Now, turning to the Vernon B. Walters properties, you 
again referred to exhibits introduced into evidence and the 
evidence of the witnesses Stanfield, Wolf and Wilkes, and 
I believe there you say that the excess over original cost 
relates to purchase of territorial rights, buying out com¬ 
petition for territory and purchase of potential earning 
power, that testimony appearing on transcript page 3521. 

Will you give me the towns in those groups that you par- 
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ticularly refer to in the quotation from your-testimony 
which I just read? I am not asking you to name all the 
towns, but the towns which the exhibits and the testimony 
show that those factors were involved in. 

A. Well, I referred in my testimony to competition for 
territory, but I will have to try to relate that for you as well 
as I can in terms of towns. 

Q. Yes. What I am getting at is did you mean that all 
those factors related to all the towns in the Walters acqui¬ 
sition, or just to some of them? And as to those that 

4172 it did relate to, I wish you would give me the names 
of the towns. 

A. I was putting it this way: in the case of Southern 
Edison, the towns that I find mentioned in the transcript of 
testimony or in the exhibits were Forest City, Arkansas- 

Q. Forest City? 

A. Yes, and Charleston, Mississippi. 

Q. Excuse me, let me interrupt you. Wasn’t Forest City 
an ice plant only, Mr. Rainwater; that is, there was no elec¬ 
tric interest at Forest City? 

A. I think that may be true. 

Q. If it is not, let’s assume that to be true, and if you later 
find I am incorrect, then correct the record. 

All right, what else? 

A. And there is mentioned in the same connection other 
municipal plants in Arkansas without listing the exact 
names, so I can’t give you the names. 

Q. I don’t believe you have given me any name yet, 
have you? 

A. The only towns I gave you in connection with Southern 
Edison, that were definite towns, were Forest City and 
Charleston. 

• •*•••• 

4173 Q. Charleston, Mississippi? 

A. Yes. I think I was thinking of Southern Edison 
a good deal more along the line of territorial competi¬ 
tion than a particular town, although these two towns are the 
towns that are mentioned where apparently both groups 
were interested. 
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I would like to point out that in Exhibit 147 Mr. Wilkes 
stated that these Southern Edison properties should be 
purchased to eliminate future competition in the purchase 
of various properties by Southern Edison. 

I would like to also cite the testimony of Mr. Stan- 

4174 field at Record 1870 where he mentions the same 
properties as in Mr. Wilkes* letter. 

Q. What are those properties? Do you have the list there? 

A. Charleston and Forest City. 

Q. That again refers to a town in Mississippi and an ice 
plant in Arkansas? 

A. Yes, but he also mentioned purchase of other munici¬ 
pal plants in Arkansas without mentioning the names. 

Q. You don’t know whether they were bought or not, do 
you? 

A. No, sir. He said it was contemplated they would pur¬ 
chase the other towns. 

Q. All right, let’s leave Southern Edison and go to another 
company, either one you select. 

A. I have also one other I might mention in connection 
with Southern Edison, and that is Batesville. 

Q. Is that a Southern Edison? 

A. That is competition between Southern Edison and the 
other group—Arkansas Power and Light—for Batesville, 
and that is referred to, I believe, in Exhibits 77 and 78. 

Q. All right, sir. Now, we have Batesville. You want 
to refer to Batesville as a part of the Southern Edison? 

A. Yes, sir. 

Q. All right, now, any others? 

4175 A. No, I believe that is all the towns that I find. 

Q. Now, what about Arkansas Public Service and 

North Arkansas Power Company and Southwestern Gas 
and Electric which you mentioned on page 3521 of the 
record, in which you say the testimony and the exhibits 
show that the excess relates to the purchase of territorial 
rights, buying out competition and purchase of potential 
earning power? What were the towns in those companies 
that you referred to in that language? 

A. I don’t believe in connection with Arkansas Public 
Service that I was extending the factor of competition- 
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Q. Sir? 

A. I say in regard to Arkansas Public Service Company 
I don’t believe I was applying the factor of competition 
there. 

Q. What were you ? 

A. I think I was referring there to earning power, future 
earnings of the properties indicated by the testimony of 
Mr. Wilkes at Record 2224 and Record 2225, and also Ex¬ 
hibit 154. 

I might point out in connection with Exhibit 154, he was 
apparently considering the purchase in terms of gross 
earnings. 

Q. Do you have 2224 handy there, Mr. Rainwater? Might 
I borrow it for just a moment. 

• •••••• 

4176 Q. What was the other one, Mr. Rainwater, you 
attributed to the Arkansas Public Service purchase? 

A. The testimony of Mr. Wilkes I think indicated that— 
and also Exhibit 154—he was thinking of Arkansas Public 
Service Company in terms of future earnings; in other 
words, what they would be able to earn on the purchase price 
of $650,000,1 believe was the figure. 

Q. Was there anything unusual about the consideration 
of what the future earnings would be in Arkansas Public 
Service Company from any other acquisition? Do you 
mean the mere fact that he considered what the future 
revenues would be in earnings to the company enables you 
to label it as you have in your testimony? 

A. Well, I believe in my testimony I referred to the pur¬ 
chase of territory, buying out competition for territory, and 
purchase of potential earning power. Now, in Mr. Wilkes’ 
exhibit he refers to new business. 

Q. All right. 

A. Which had indicated he was thinking of what the 
potential earning power was. 

4177 Q. I think we can readily agree on that, and so 
of your three factors there the only one you would 

relate to Arkansas Public Service is your third one, pur¬ 
chase of potential earning power and not competition 
preparatory to the purchase? 
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A. They were buying territory, of course. 

Q. Territory? 

A. Yes. Now, I leave out the item of competition. 

Q. Just space between towns not covered by franchise, 
I believe you said. 

A. Well, I will add franchises to it, because I assume they 
undoubtedly had franchises. 

Q. Now, that is in addition to your original testimony. 
You didn’t have franchises in there. 

A. I will be glad to add franchises. 

Q. The fact is I was going to ask you why you left it out 
of this one, Mr. Rainwater, because I assumed they had 
franchises. 

A. Yes, sir. 

Q. Now, coming to the North Arkansas Power Company, 
what are the elements that relate to that, and how did you 
identify those elements in the record? 

A. The testimony of Mr. Wolf at Record 1986, 87, 88, 89 
and 90. He cites advantages of the territory and the future 
possibilities as to earning power of the properties, and cites 
increase in population, increased service to existing 
4178 properties, and so forth. So, in the case of North 
Arkansas Power Company, I think it would be very 
similar to Arkansas Public Service in regard to what they 
were considering when they were buying the property. 

Q. In other words, they would be buying territory rights 
and potential earning power, I assume ? 

A. And franchises. 

! Q. All right, now, how about Southwestern Gas and 
Electric? 

A. In regard to Southwestern Gas and Electric I would 
like to refer to Exhibit 107. 

Q. All right. 

A. Being a letter dated October 22, 1929 to Mr. Couch 
from Mr. Wilkes, in which this statement is made: “The sale 
of Harrison to our company will definitely isolate the 
Blytheville group, and will do away with the chance of Insull 
developing power on Current River to supply both Blythe¬ 
ville and the Harrison-Rogers group.” 

Q. All right. 
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A. That would appear to be a factor of competition, I 
would say. 

Q. It would be competition! 

A. And also territory. 

Q. I presume also franchises! 

A. And franchises, yes, sir. 

4179 Q. All right, sir. If I remember correctly, the 
franchise at Harrison had only eight years to go. I 

guess we wouldn’t put much on that franchise, would we! 

A. Well, they were already there. I think that is very 
important. 

Q. A short franchise- 

A. Well, they were already there; they already had the 
property and were serving the town. I think that is all 
I have on Southwestern Gas and Electric. 

Q. Now, let’s see. You attributed competition to Bates- 
ville, did you! 

A. I believe in the case of Batesville there was a direct 
type of competition between the two groups. 

Q. And I assume that you are unable to give any estimate 
as to how much the price, in your opinion, was increased on 
that account, or have you any judgment whatsoever ! 

A. I think there may be some information as to price on 
Batesville that would be deduced from the particular ex¬ 
hibits involved, but I would have to check to see whether I 
could figure out a price on the effect of competition. I 
haven’t tried to fix definite amounts on any of these factors. 

Q. Now, does Batesville belong in this group we are talk¬ 
ing about! 

A. No, I was referring to that in connection with 

4180 Southern Edison. I thought you were coming back 
to Southern Edison. I misunderstood you. 

Q. I was referring to the Vernon B. Walters properties, 
which did include the Southern Edison, but you are under 
the impression that Batesville was acquired by Southern 
Edison! 

A. No, but I understood Southern Edison made a bid on 
Batesville. 

Q. But it wasn’t a part of the Vernon B. Walters com¬ 
panies—that is, Batesville! 
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A. That is right, yes. 

Q. And it is not included in this acquisition adjustment 
of over $400,000 you mentioned on page 3520 of the record 
as being applicable to the Walters properties? 

A. No, I don’t think it could be included in the $400,000. 

Q. And I assume, Mr. Rainwater, if you are unable to 
hazard any estimate of judgment as to how much the price 
was increased by competition that you similarly [are] un¬ 
able to give us any judgment as to how much of the acquisi¬ 
tion adjustment was due to the acquisition of franchises or 
territorial rights. 

A. No, I can’t attempt to give you any amounts. 

Q. You just believe when you add them all up together, 
that is what they represent ? 

A. Yes, sir. 

Q. Now, coming to Wilson, you say on page 3521 
4181 that value of physical property was less than original 
cost, and therefore that the resulting excess over 
original cost is in the nature of purchased intangibles 
representing essentially prospective earning power. 

Do you mean there that just so there is an excess over 
physical value that this indicates that a purchase was made 
for prospective earning power? 

A. I think it indicates that it was an intangible. 

Q. And does that fact further prove, to your mind, that 
therefore—and I use your words—“that difference repre¬ 
sents essentially prospective earning power”? 

A. That factor alone wouldn’t indicate that. I am merely 
pointing out there that it is an intangible; but as to what 
the intangible is, I would have to take into consideration 
■what Mr. Wilkes’ testimony shows as to why they bought 
Wilson. 

Q. Well, I thought- 

A. I refer to that a little further in my answer. 

Q. Don’t you say, and I quote from 3521, “His testimony 
showed that the value of the physical property was less than 
original cost, and this indicates that the resulting excess 
over original cost was in the nature of purchased intangibles 
representing essentially prospective earning power”? 
Don’t you rely on the one point that you make? 
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A. I was apparently linking two statements in that 

4182 one sentence. I think the purpose I had there was 
to point out that the excess was a purchased intangi¬ 
ble, and I tried to show, based on what Mr. Wilkes testified 
as to what they were buying, that it was a payment which 
took into consideration the future possibilities of the terri¬ 
tory, w’liich is potential earning power. 

Q. Mr. Rainwater, if a utility property is bought at a 
price exactly equal to the value of physical property, do you 
think the purchaser is interested in prospective earning 
power ? 

A. Oh, yes. 

Q. Well, the mere fact then that he pays more than the 
value of the physical property doesn’t change the situation 
about the purchaser’s interest in prospective earning power, 
does it? 

A. Oh, he certainly is interested in earning power at all 
times, in all acquisitions. 

Q. Even if he buys it at a price less than the physical 
value he is still interested in prospective earning power? 

A. He is interested in what he can earn. 

Q. And that is true of any commercial purchase, isn’t it, 
Mr. Rainwater? 

A. I think that is true, yes, sir. Naturally the purchaser 
is not going to pay more than he thinks he is going to be able 
to realize in the way of return after he gets the prop- 

4183 erty. 

Q. Whether or not there are any intangibles pres¬ 
ent, the primary consideration in a purchaser’s mind in the 
acquisition of commercial property is prospective earning 
power. Is that not a correct statement, in your opinion? 

A. I think that is generally true, yes, sir. 

Q. Then why do you attach special significance to pro¬ 
spective earnings when intangibles are present? 

A. Well, I am merely trying to point out that you get 
certain properties, and when you compare the value of those 
properties that you are buying with the overall purchase 
price, that you are paying something over and above the 
physical property element, which is an intangible, and that 
payment can be made only because the purchaser feels that 
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he can earn more than a return purely on a physical prop¬ 
erty. 

Q. Mr. Rainwater, I believe that in your discussion of 
Wilson—and I think we are now talking about a million 
dollars of the acquisition account- 

A. That is right. 

Q. —I believe the only support you mention for your 
conclusion was the testimony of Mr. Wilkes, is that correct ? 

A. I believe that is all I mentioned, yes, sir. 

Q. And after Mr. Wilkes testified, you came to the con¬ 
clusion, and from his testimony and the exhibits that were 
introduced from his testimony, that the excess was 

4184 in the nature you have stated in your direct testi¬ 
mony, is that true? 

A. Well, Mr. Wilkes spoke of the possibilities of the terri¬ 
tory and why he thought the price that was paid was a 
reasonable price. 

Q. I just wonder from curiosity, since Mr. Wilkes only 
testified about two or three weeks ago, what vras your opin¬ 
ion on Wilson before he gave us the benefit of his opinion? 

A. So far as my testimony is concerned—and I would like 
to make that very clear—I have tried to find and take 
advantage of all the information that I could get as to what 
the company was buying, which w r ould be includible in 
Account 100.5. 

I believe that the staff may have gotten some information 
with regard to Wilson prior, but more or less in the way of 
rumors, and not in the way of information which I would 
want to rely on until after Mr. Wilkes testified, and all I 
have attempted to do here is do the very best that I could 
to find out what these various items were and to take ad¬ 
vantage of all information that was available, and felt I 
should do that. 

Q. I have no doubt of that, Mr. Rainwater, but it all comes 
down to this, doesn’t it, that the only information you have 
to support your conclusion as to the million dollars in 
Wilson, which is a fourth of the total acquisition ad- 

4185 justment, is, as stated in your testimony, based on 
the statement made by Mr. Wilkes here and the ex¬ 
hibits relating to Wilson which were introduced while he 
was on the stand. Is that not true? 
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A. I will state it this way: I don’t believe I had anything 
in the way of information that I felt we could rely on as to 
the nature of the 100.5 on Wilson prior to this hearing. 

Q. Since this is such a large amount, proportionate 
amount of 100.5, has the staff made any effort to locate 
additional information on the Wilson situation ? 

A. I believe they have, yes, sir. We tried to get informa¬ 
tion on all of these things in regard to all of the acquisitions, 
get all the information we could. 

• •••••• 

4186 Q. Of course you referred to Wilson among the 
other acquisitions in the supplemental staff report, 

which was several years ago. What investigation had the 
staff made about the nature of it at the time that was issued, 
Mr. Rainwater? You say the only information you rely 
on now is Mr. Wilkes’ testimony. 

A. Well, I stated that is what my testimony was 
founded on. 

Q. Because nobody else testified in this case but you 
about that? 

A. I just wanted to be sure you weren’t referring 

4187 to the whole staff. 

Presiding Examiner: You mean you can’t assign 
the same reason to the entire staff that you give for your 
own testimony? 

The Witness: No, sir, I am only speaking for myself. 

• •••••• 

Q. As far as you know, then, at that time you had no 
information in particular relating to Wilson as to the 
nature and origin of the intangibles present? 

A. I don’t believe so, but'I would like to point out this 
to you: at the time the staff report—and I am referring 
to Item D—was issued, it was recommended on page 17 
the company be required to submit a plan of disposition 
with regard to the amounts in Account 108.15, and it was 
the view of the staff that it was the responsibility of the 
company to come forward with all available information on 
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Wilson, or any other acquisition, to show the nature of the 
amount and how it was to be disposed of. 

Q. All right, Mr. Rainwater. You say in your dis- 

4188 cussion of Wilson that an outside interest bid for 
the property which “must have increased the pay¬ 
ment for intangibles”. 

I assume you have no idea what that increase was? 

A. No, sir. 

• •••••• 

Q. Do you mean to imply that the price paid was more 
than the value of the Wilson property? 

A. I think that would be contrary to Mr. Wilkes’ testi¬ 
mony that he thought it had such a value. 

Q. And you don’t- 

A. And I haven’t questioned that. 

Q. Do you think that competitive bidding is bad, or that 
it has harmful effects, Mr. Rainwater? 

A. Harmful effects from what standpoint? 

Q. In any way, from any standpoint. 

A. I think it has quite a harmful effect if the bidding 
tends to increase the price of purchased properties if the 
consumer is expected to pay a return on that excess. Now, 
I am thinking of it from a rate making standpoint, not from 
the standpoint of accounting. 

4189 Q. All right, from a regulatory standpoint, do you 
assume that competitive bidding has the effect of 

making a purchaser bid or offer more than the value of the 
properties? 

A. Well, I have seen some acquisitions where in my ex¬ 
perience the price got to be pretty high because of different 
groups bidding one against another. Now, I haven’t at¬ 
tempted or haven’t taken the position here that these 
amounts were unreasonable; but I do know from my own 
experience in dealing with acquisitions in connection with 
original cost work that we have run into a good many cases 
where utility groups with separate interests were compet¬ 
ing one against another, and the price—we can only judge 
from the amount which was finally paid—was far in excess 
of the physical property, and in some states that I can recall 





1617 


where we ran into that situation the state commission that 
had regulation of it refused to permit them to capitalize 
the full amount of the purchase. 

Q. Mr. Rainwater, I understand the War Assets Ad¬ 
ministration in the last few years has disposed and sold a 
good many utility properties. Do you know anything about 
that? 

A. I don’t know anything about that. I know there has 
been something of that sort, but I haven’t been follow¬ 
ing it. 

Q. Are you aware also that when the War Assets sold 
its utility properties it did so at competitive bidding? 

A. No, I am not familiar with how the War Assets 
handled the sales of their properties. 

• •••••• 

4190 Q. If a sale of a utility property by the War As¬ 
sets Administration—and assume for my purpose 

a competitive sale, which I realize you do not know about, 
and let’s say that the property brought more than the 
value of the physical property alone. In your opinion, 
would that excess be the amount paid for prospective earn¬ 
ing power? 

A. Oh, I think broadly you could consider it as prospec¬ 
tive earning power. 

Q. The excess? 

A. Yes, sir. 

Q. All right, now, there is another piece of utility prop¬ 
erty sold the same day, and it brought the exact amount, we 
will assume, of the present value of physical property. 

Did that purchaser also bid and pay for prospective earn¬ 
ing power? 

A. He paid an amount with which he thought he could 
earn a return, and of course he considered earnings. 

Q. Isn’t it true that in each case that all the prospective 
purchaser was interested in was prospective earning power, 
in each of the cases I have mentioned? 

4191 A. Oh, I suppose that is right, but all I have 
pointed out here is that in these acquisitions when 

you have a price which results in an excess that that excess 
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is related to earning power, and in a sense to excess earning 
power, excess over in relation to what could be earned on 
the physical property alone or what was paid for the physi¬ 
cal property. 

Q. And I think we have agreed that physical property is 
also related to earning power? 

A. Yes, sir. 

Q. Now, Mr. Rainwater, I think w*e have concluded with 
all the specific acquisitions you mentioned in Question No. 
30 going to make up Account 100.5, and you have cited me 
testimony and exhibits you relied on in connection with 
those specific acquisitions. I am correct in that, I think? 

A. Yes, sir. 

Q. Now, referring back to the first paragraph of Ques¬ 
tion 30 on page 3517, where you say you relied on informa¬ 
tion obtained by the staff, testimony of company witnesses, 
and Mr. Wilkes, are there any other exhibits or is there 
any other testimony which you took into consideration in 
answer to Question 30 which you have not given me this 
morning w’herein we w’ere discussing the specific acquisi¬ 
tions? 

A. I have taken into consideration all that I can recall. 
Now, I have been in the hearing room when most of this 
testimony was given, and I have gone back and 
4192 attempted to get for you the specific references to 
the testimony and to the exhibits, and so far as I can 
recall, I have furnished you a complete list. 

• •••••• 

Q. Should regulatory accountants recognize benefits to 
the public? 

• •••••• 

The Witness: I certainly agree they should recognize 
the benefits to the public, yes, sir. 

Q. Would you not go further and say they are required 
to in the exercise of their duties, Mr. Rainwater? 

A. Yes, sir. 

Q. Do you not agree that the only good evaluation of a 
complex going enterprise is an overall evaluation? 
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4193 The Witness: Well, I think as I stated before, the 
purchaser of these properties took into considera¬ 
tion what the purchaser thought he would be able to earn on 
the properties, and on that basis he made an overall valua¬ 
tion. 


• •••••• 


The Witness: This is evaluation for what purpose ? 

Q. Well, let’s say for any purpose—I am not talking 
about rate making purposes now, particularly, but pur¬ 
chase or sale, or any purpose. 

A. I have a little bit of difficulty because of the term 
“valuation” and because it is used in so many dif- 

4194 ferent senses. 

Q. All right, let’s then restrict it to purchase, and 
let me restate my question. 

Do you not agree that the only good evaluation of a 
complex going enterprise is an overall evaluation of the 
enterprise, and I am speaking now of evaluation for pur¬ 
chase purposes ? 

A. Well, I tried to answer you that I thought the overall 
evaluation was the valuation that the purchaser made from 
the standpoint of taking into consideration all factors which 
includes the physical property, the prospect as to what he 
would be able to do with the property, and what he would be 
able to earn on it, taking all those factors into considera¬ 
tion he arrived at a figure, and that is his overall valuation 
of the situation. 

Q. But my question is, Mr. Rainwater, isn’t it true that 
the overall evaluation is the only good evaluation of such a 
complex enterprise ? That is my question. 

A. Good from the standpoint of the purchaser? 

Q. Well, maybe “good” is not too good a word. 

A. I think it has to be an overall approach. I can cer¬ 
tainly agree with you there. 

Q. I think that is my point. What things do you look for 
in an effort to determine whether cost incurred resulted in 
commensurate benefits, and let’s talk now from 

4195 the regulatory field, if you will? 
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A. Now you are thinking, as I understand your 
question, of' those benefits which would arise out of the 
purchase ? 

Q. Yes. 

A. From whose standpoint! 

Q. Well, let’s take the purchaser’s standpoint, and the 
public’s, both. 

A. Oh, of course the benefits from his standpoint are 
what he would be able to earn, as I understand it. 

Q. And the public? 

A. Now, from the public standpoint, I think the public 
should—I am thinking there of the regulatory commis¬ 
sion—should take into consideration what benefits accrued 
to or realized by the consumer in the area served as a result, 
or that could be attributed to this acquisition, and I am 
thinking there of better service. 

4196 Q. Cheaper service? 

A. Cheaper service, if rates were reduced. Those 
are undoubtedly benefits to the consumer, but I would like 
to point out that the regulatory commission, in consider¬ 
ing those benefits, it seems to me, ought to evaluate those 
benefits in relation to the price, excess price as paid, and 
I am thinking here particularly of 100.5 amounts, which is 
what we are talking about. 

Q. I assume then you would recognize better service and 
cheaper service to the public as justifying cost as a prudent 
investment ? 

A. Yes, I think it justifies cost as a portion of the pur¬ 
chase price, but I do not think that such cost should be 
carried on the books in perpetuity. I don’t believe that 
they should be retained forever. I think that the consumer 
should be required to pay a return on that excess, and per¬ 
mit the purchaser to recover on it to the extent that the 
consumer is benefited. 

Q. Yes, sir. 

A. I am thinking of it from that standpoint. 

Q. In other words, entitled to a return on that, assum¬ 
ing it is prudently invested? 

A. And assuming that the benefits were commensurate. 

Q. Yes, sir. 
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4197 A. The amounts we are talking about. 

Q. Yes, sir. What studies have you made showing 
the economies gained or improvements in service obtained 
by creating the Arkansas Power and Light Company sys¬ 
tem through acquisition of the various smaller systems 
you have referred to and the construction of the additional 
facilities wdiich tied them together and provide increased 
capacity. 

A. I haven’t made any studies—I didn’t think it was 
necessary to make any studies for the purposes of this case. 
I am not testifying at all from a rate making standpoint, 
as to the treatment of 100.5 amounts, and I think I made 
that very clear in my direct testimony. 

Q. Mr. Rainwater, isn’t it true that the results—speak¬ 
ing of better service and cheaper service, from putting 
together the Arkansas Power and Light Company system— 
if you are going to make such a study wouldn’t you have to 
do so by relation to the over-all results of the system in¬ 
stead of the scattered parts of it? Wouldn’t you have to 
test it as a whole to find out what the results were ? 

A. I think you would have to do both. I think you would 
have to test it as far as you could by the groups of proper¬ 
ties, and also by the over-all. 

Q. Isn’t it true that after all the net result to the con¬ 
sumer is obtained from the over-all picture after comple¬ 
tion? Isn’t it? 

4198 The Witness: Well, I think that is right. Of course, 
I think, for instance—well, let’s take the Wilson ac¬ 
quisition, for example, where there is a large excess attribut¬ 
able to Wilson. If I were called upon to express any opinion 
as to whether that excess relating to the Wilson acquisition 
was includible in the rate base, and also as an allowance for 
amortization, I would certainly want to look at the effect 
on the consumers in that area, as well as the consumers of 
the company. 

Q. You would want to see if they got better service? 

A. Yes, sir. 

Q. Cheaper service? 

A. I would. 
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Q. And how much cheaper, and that sort of thing, 
wouldn’t you ? 

A. Yes. 

Q. Do you recognize that cheaper and better service 
was made possible to the consumers by the creation 

4199 of the new Arkansas Power and Light Company 
system? 

A. I haven’t made any study’ from that standpoint at 
all, Mr. Young, and I wouldn’t want to express an opinion 
as to just what the benefits were, or the relation of those 
benefits to the amounts paid, because I just haven’t studied 
it from that standpoint. 

Q. If you made such a study, would you include in your 
concept of better service the availability of electric service to 
communities which did not theretofore have electric service 
and to locations where industry desired electric service or 
might develop as a result of its availability? 

A. I would give some consideration to it, but there is 

this point, it seems to me, that should be borne in mind, 

that the selling utility might have extended and given 

service to the areas. I don’t think vou can attribute all of 

•> 

these benefits to the fact that Arkansas Power and Light 
Company is serving them as apart from the other. In 
other words, certainly if the selling utility remained in 
business, why he wmuld certainly have tried to serve his 
territory in the best way he could and no doubt would have 
pushed out and given his customers in his area the service 
that they wanted. 

Q. Well, Mr. Rainwater, I believe you stated previously 
you made no study as to ascertain those things in this 
case. 

A. I am just talking from general knowledge and 

4200 experience. 

Q. I see. Now, in determining the nature of the 
items which make up 100.5, I take it that you have not 
given consideration to any other factors than the docu¬ 
ments introduced in evidence by the staff, which you 
identified this morning, and the testimony—that is, the 
extracts from testimony of Mr. Wilkes and Mr. Moses, 
which you have quoted this morning, is that correct? 
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A. Well, I have difficulty with your question, Mr. Young, 
because, as I said a while ago, it is a little bit difficult for 
me in my pinning down to pin it down to particular refer¬ 
ences in the transcript. 

Q. Yes, sir. 

A. All the things that I considered, but I certainly con¬ 
sidered all the information that I had and was conscious 
of. 

Q. I realize you may have overlooked an exhibit or two, 
and maybe a transcript reference or two, but with that 
limitation, you only took into consideration matters of 
similar nature—similar to that which you gave me refer¬ 
ence to this morning? 

A. You are referring again now to the nature of the 
intangible? 

Q. That is right. Nature, origin. 

A. I am- 

4201 Q. Understand, I am not trying to tie you down 
exactly to only the exhibits you have mentioned. You 
may have omitted two or three. My question is, Are the 
exhibits and the testimony of the same general nature as 
those that you mentioned, what you relied on entirely, ex¬ 
clusively? 

A. Well, I believe I did. I don’t remember anything 
else I considered. I don’t know whether I mentioned it 
previously, I considered the testimony of Mr. Moses as to 
what he said they were buying. 

Q. Did you read all of his testimony? 

A. I read all of Mr. Moses’ testimony. I also considered 
the testimony of Mr. Wilkes, who was quite active in buy¬ 
ing properties at that time. In other words, what I was 
endeavoring to do was to get all the information that I 
could. 

. Q. Yes, sir. 

A. That I thought would have a bearing on it. 

Q. Have you read all the testimony of Mr. Moses? I 
believe you said you did. 

A. Yes, sir. 

Q. And substantially all of Mr. Lynch? 

A. I haven’t read all of Mr. Lynch, but I believe I read 
substantially all of it. 
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Q. Did you give any consideration to their statements 
about the plan of a new integrated electric system 

4202 and the savings and economies that resulted there¬ 
from? 

A. I think in my answer to Question 30 I took into ac¬ 
count that the purchase of these properties was in con¬ 
templation of tying them together or integrating them 
with the rest of the system. 

Q. Did you give any consideration to the rate deductions 
[sic] which the public has received as a result of this in¬ 
tegration ? 

A. No. As I stated before, I have not attempted to 
determine whether the 100.5 amounts are includible in the 
rate base. I wasn’t looking at it from a rate making 
standpoint. I was trying to view it from its accounting 
aspects, you see. 

Q. I am not trying to take you into the rate making 
aspect, Mr. Rainwater, but 1 am speaking now of the nature 
and origin of the amounts in 100.5, and I don’t want to go 
outside of that field. 

A. Yes, sir. 

• •••••• 

4203 Q. Mr. Rainwater, on pages 231 to 239 of the 
record, Mr. Lynch enumerated certain benefits that 

would accrue from integration, including the diversity fac¬ 
tor, the ability to generate power and energy in plants pro¬ 
ducing the lowest energy cost, the less reserve required, the 
ability to serve large loads at any point on the system, the 
increased use of hydro electric stations having large kilo¬ 
watt capacity, thus making more efficient use of the invest¬ 
ment in such hydro plants; the ability to furnish power 
from sources outside the system in large amounts at favor¬ 
able prices; the ability to build larger and more efficient 
power plants and select the most favorable location 

4204 for them, and some others which I will not now 
name. 

Do you believe that isolated small electric properties can 
be integrated into a large coordinated system, thereby pro¬ 
ducing such economies as I have read to you, and furnish 
cheaper and better service to the customers and yet produce 
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enough revenue to permit a company to earn a reasonable 
return on its investment? 

••••••• 


4206 The Witness: I believe that benefits can accrue as 
a result of integrating small isolated properties into 

a larger system, but I have not attempted in my own think¬ 
ing in the matter to label all those benefits. 

Q. I understand. 

A. Nor have I attempted to review Mr. Lynch’s testi¬ 
mony to determine whether all of these benefits which he 
says may accrue actually did accrue. 

Q. I understand. 

A. In my testimony I indicated that I gave con- 

4207 sideration to the fact that there was a possibility of 
such benefits. 

Q. I think it is correct, is it not, that in coming to your 
conclusion you gave no consideration whatsoever to Mr. 
Lynch’s statement? 

A. No, I don’t believe it would be fair to say I did not 
give any consideration to it. 

Q. At least it added no weight, in your conclusion? 

A. You are trying to tie me down to the individual items 
which Mr. Lynch testified to, and I didn’t go as far in that 
respect as I think Mr. Lynch did, because I didn’t think it 
was necessarv for mv conclusion. 

Q. Are you in a position to say that as a result of putting 
together the Arkansas Power and Light system, those re¬ 
sults have not been achieved ? 

A. I couldn’t say, Mr. Young, because, as I told you be¬ 
fore, I have not attempted to make a complete study to 
determine the exact benefits or just what benefits might 
have resulted from a consumer standpoint. 

Q. If it is possible to integrate isolated electric proper¬ 
ties, and thereby give better service at lower rates, and 
still allow a reasonable return to the company on its in¬ 
vestment, but in order to do so the company is required to 
pay more than original cost to acquire the isolated proper¬ 
ties, would you say that such difference or excess over 
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original cost is not a prudent expenditure? 

4208 A. You are thinking of prudent in the sense of the 
purchaser himself? 

Q. Let’s say both the purchaser and the public, from the 
regulatory standpoint. 

• •••••* 

The Witness: You are now limiting it to just the amount 
of the excess that relates just to this one element of inte¬ 
gration, is that right? 

Q. I think the question is clear. 

A. All right. I will answer it on that basis. 

Q. Very well. 

A. That to the extent that the amount paid in 

4209 prospect of integration is commensurate with the 
benefits to be realized by the public, I think it is a 

prudent investment, both from the company standpoint and 
from the public standpoint. 

Q. And such excess, if it were prudent within your defi¬ 
nition, would have value at the time it was spent, would 
it not? 

i A. Well, it presumably had value if the purchaser in¬ 
cluded it in his purchase price. It had value to him any¬ 
way. 

Q. Are you prepared to say or offer any opinion that the 
various isolated and independent properties which were 
bought and put together and which make up the Arkansas 
Power and Light Company system could have been acquired 
'without the expenditure that has been shown in this case, 
Mr. Rainwater? 

• •••••• 

The Witness: Well, your question, as I understand it, is 
whether they could have bought them for any less. That 
is the way I understand your question. 

1 Q. Well, let me say it this way, that could these prop¬ 
erties have been integrated, do you have any opinion 

4210 as to whether these properties could have been inte¬ 
grated at the time it was done, without the expendi¬ 
ture of this amount in 100.5? 
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A. Well, of course there are two. ■ The cost of tying them 
together and then the cost which the purchaser may have 
paid in prospect of the benefits which he might derive as 
a result of that. 

Now, that is the element that I understand you are talking 
about that is in Account 100.5. 

Q. I am talking about all the amount in 100.5, Mr. Rain¬ 
water. 

A. I thought you limited it to the one item of integration. 

Q. No, sir. I am talking about all the amount in 100.5. 

A. Well, I don't know how to answer your question be¬ 
cause I have already indicated that there are various other 
elements in my opinion that are in Account 100.5. Now, 
if you limit it to just the integration part of it, when we 
have monopoly value, we have all of these other things 
that I have mentioned, the factors of competition, going out 
and getting the territory away from the other fellow. I 
can’t follow you on that 100.5, that it is just integration. 
I hadn’t used it in that way in my testimony. 

Q. I don’t believe I said it exactly that way, Mr. 
4211 Rainwater. My question was this, that whether or 
not you have an opinion or are prepared to venture 
one as to whether these various isolated properties which 
now make up the Arkansas Power and Light Company 
system, could have been acquired and put together without 
the expenditure of the amount which is represented by 100.5 
—I say nothing in there about what the nature of 100.5 is; 
I am just talking about the amount. 

A. I see. I am thinking again back to my previous an¬ 
swer as to what I thought you were referring to—whether 
the purchaser could have gotten them for less. 

Q. You assume he could not have? 

A. Well, I could say at least on these isolated properties 
that Mr. Wilkes testified to that he sounded as if he was 
a pretty shrewd trader, and he certainly wasn’t paying 
any more than he had to. 

Q. You accept that for the purposes of this case, that they 
were bought as cheaply as possible? 

A. Yes, sir. 

Q. Mr. Rainwater, what has been your commercial ex¬ 
perience? 
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A. Well, very little in the way of commercial experience. 
You are referring now to outside the field of public utilities? 
Q. No, sir. Outside the regulatory field. 

4212 A. I was employed for approximately three years 
by a public utility that operated electric, gas, steam 

heating, water, railway. 

Q. WTiat period of time was that? 

A. About 1918 to 1921. 

Q. In what capacity? 

A. I was an accountant, spending most of my time on 
such things as reports to the regulatory commission. I 
also did some work on rate cases. It was sort of a roving 
job. 

Q. I gather that part of your work was not in the ac¬ 
quisition of electric or other properties? 

A. No, sir, it was not. 

Q. I assume that you never purchased any utility prop¬ 
erties? 

A. No, sir. 

Q. Have you purchased any commercial properties of any 
size other than utility? 

A. No, sir. 

Q. Have you ever served in an advisory capacity in 
connection with the purchase of any such properties, Mr. 
Rainwater? 

A. No, sir. 

Q. Now, is it your opinion that the amount segregated 
to Account 100.5 should be amortized? Have the 

4213 customers of the company in the State of Arkansas 
lost some of the benefits of economy or improvement 

in service which resulted from the creation of the new 
system? 

A. I think you are going there to a value concept of 
intangibles. In recommending that there be amortization 
of the intangibles, I took into consideration all of the ele¬ 
ments which I mentioned in my direct testimony. I con¬ 
sidered that there was competition present I considered 
that there was the fight for territory. That is practically 
the same thing as my first element. I considered the fact 
that they were purchasing franchises. All of those, to my 
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way of thinking, and looking at it from an accounting stand¬ 
point, are of uncertain life. 

The other element that you are speaking of, whatever 
was paid in the way of possible benefits to be derived from 
integration, I have felt that an item of that kind, consider¬ 
ing the present practice of the industry, and considering 
all the accounting authorities which I have cited in my 
testimony, should be considered not to have a permanent 
life. In other words, what I have stated in my testimony 
was that I thought it had an uncertain life—uncertain to 
the extent that it had a somewhat doubtful life—an indeter¬ 
minate life as to term of years. 

I felt, taking all of those factors into consideration, that 
I must reach the conclusion that the life of the in- 
4-214 tangible was not in perpetuity, but it was for a 
reasonable number of years, and I do not believe 
that the purchaser bought it in perpetuity, in perpetuity 
thinking of life as coterminous with enterprise. 

There are too many factors involved—competition, regu¬ 
lation—which, even though they were buying them at the 
time the properties were not subject to regulation, there 
was the prospect of regulation; and we find here the situa¬ 
tion that all over the country the practice of the industry 
is to amortize intangibles. 

Taking all of those things into consideration, I felt that 
the intangibles did not have permanent life, and that they 
should be amortized. 

Q. Now, Mr. Rainwater, coming back to my question—I 
appreciate your explanation of your reasons, but my spe¬ 
cific question is—and you may have answered it by the 
process of exclusion, but to be sure I understand you, in 
making your recommendation that 100.5 be amortized, you 
have not done so because you felt or believe that any of 
the value thereof has been lost? 

A. I approached it from an accounting standpoint, and 
I have reached it by taking into consideration all of these 
factors as a matter of accounting. 

Q. You have answered my questions pretty specifically 
all morning, and I am sure we are having just a little 
4215 trouble now understanding each other. My point 
is not what you took into consideration. I am ask- 
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ing you if you took into consideration a belief or feeling or 
opinion that any of the value in 100.5 has been lost? 

A. You are thinking of value and I am thinking of cost. 

Q. That is right. You did not think of value? 

A. I am speaking from a cost standpoint. 

Q. Your answer is no, that you did not take into con¬ 
sideration the fact that in your belief any of the amount 
in 100.5 had lost value? 

A. I can’t say whether any in 100.5 has lost its value, any 
more than I can say that the tangible properties may or 
may not have lost their value. I just didn’t approach it 
that way. I am not dealing with values, Mr. Young; I am 
dealing with cost. 

Q. There is no element of write-up in this Account 100.5 
we are discussing? 

A. I stated before I recognize it as a legitimate cost. 

Q. Have you assumed that the respondent company has 
recovered any of those dollars representing 100.5? 

4216 A. I haven’t attempted to ascertain that fact be¬ 
cause I think that it is a rate making consideration 

and I already pointed out that to the extent that these were 
consumer benefits, that I felt that to that extent, and that 
extent only, they should be included in the rate base, and 
the purchaser be allowed to recover those costs. 

Q. But you have not assumed in your recommendation 
here that we have recovered any part? 

A. I haven’t attempted to determine whether you have 
recovered any part or all of it. 

• •••••• 

4217 Q. Mr. Rainwater, this morning I asked you, at 
your convenience, to obtain the total acquisition ad¬ 
justments on the four towns that we were discussing, 
namely, Hazen, Searcy, De Vails Bluff, and Wynne; and 
I think you informed me before we reconvened that you 
have those figures. 

A. I do, yes, sir. 

Q. Will you please give them? 

A. Do you want the figures separately or in total? 

Q. Please give them to me separately and in the total. 
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I am speaking, of course, of the excess over original cost 
for each of these acquisitions. 

A. Yes, sir. 

Searcy, the original cost as determined was $145,273; 
the acquisition cost was $189,542; the amount includible 
in 100.5, $44,269. 

4218 Hazen, the original cost as determined was $30,- 
461; the acquisition cost was $30,882; the amount 

includible in 100.5, $421. 

Q. $421 excess? 

A. Yes, sir. 

Q. All right. 

A. De Yalls Bluff, the original cost as determined was 
$28,598; the acquisition cost was $31,827; the amount in¬ 
cludible in 100.5, $3,229. 

Wynne, $134,359. 

Q. That is original cost? 

A. Original cost, yes, sir. Acquisition cost, $138,489. 
100.5, $4,130. 

Q. The total of all those acquisition adjustments amounts 
to how much? 

A. $52,049, as compared with an original cost of $338,- 
691, or an excess over original cost of a little less than 16 
percent. 

I would like to point out in connection with these original 
cost figures which have been furnished to me by our staff, 
that these amounts were all taken from sources other than 
the actual records of construction. In other words, they 
are all, as I understand it, estimated original cost figures 
from sources other than the original records of construc¬ 
tion. 

4219 Q. Do you have any point in making that particu¬ 
lar observation which you just made ? 

A. I point that out because of the fact that the cost 
figure is, as I have given it to you, a firm figure in all 
respects, while the original cost is subject to an estimate 
that was determined—I mean it was determined on an esti¬ 
mated basis. 

Q. It is true, of course, that the total original cost of all 
these properties, of which these are a part, has been stipu- 
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lated and agreed upon by staff and respondent, has it not? 

• •••••• 

4220 Mr. Young: I am speaking, of course, of the total 
of all our properties. 

The Witness: The over-all total has been stipulated 
to, but I don’t understand by that that an agreement was 
reached as to all the individual items that went in to make 
up that total. We agreed as to the total. 

Q. Yet is it not true, Mr. Rainwater, that that total which 
we did agree to is the sum of the individual acquisitions, 
including these? 

A. It is the sum of the amounts as found by the staff, 
yes. 

Q. Yes, sir. 

A. Likewise, it is the sum of the amounts as found by 
the company; whether all those amounts that were in¬ 
cluded in the sum are the same is something else. 

• •••••• 

4221 Q. Now, it is not strictly responsive to my ques¬ 
tion, although I imply no criticism, Mr. Rainwater. 

You stated that these original costs in these four towns 
were estimates. Do you mean to imply that you have any 
reason to think that they are inaccurate? 

A. I am not raising any question. I am merely pointing 
out what the source of information is. 

• •••••• 

4222 Q. Mr. Rainwater, you quote from some account¬ 
ing authorities in your answer to Question 36 of your 

prepared draft, appearing in the transcript at pages 3525 
to 3536. I assume that in selecting those authors from 
which you quoted, you considered them standard and au¬ 
thoritative accounting works? 

A. I considered them as authorities in the field of account¬ 
ing. 

Q. I think you have a copy of Paton’s handbook, do you 
not? 
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A. I have one here. 

Q. And I think that Paton’s handbook is one of the 
authorities from which you quoted? 

A. Yes. His book is one of the books from which an 
extract was quoted. 

Q. I will ask you to refer to page 42, to the last para¬ 
graph on that page, and I ask you if the third edition of 
Payton’s handbook for accountants—I assume that to be 
the same one from which you quoted—contains the follow¬ 
ing language: 

“The integrity of the total investment paid in, more¬ 
over, should be maintained throughout the history of 
the corporation (additions being made, of course, 
4223 as new capital is raised and reduction is being 
recorded as capital is returned to investors). 
This means that it is not desirable to make transfers 
from investment to surplus to cover losses, write-downs 
or dividend distribution. By the same token transfers 
from earned surplus to capital or investment account 
obscure the line of distinction between the two major 
elements of the stock equity.” 

That completes my quotation. 

That language does appear there, does it not, Mr. Rain¬ 
water? 

A. It appears to, yes, sir. Page 42, at the foot of the 
page. 

Q. Do you agree with that statement? 

A. I think the first two sentences include the subject of 
write-downs. The last sentence covers a little different 
subject, different from what I have covered here in my 
extract 

Q. Well, suppose we confine ourselves to the first two 
sentences there then. I would have preferred to have done 
so, but I didn’t want to take the chance of separating it 
from its context. 

A. This whole section seems to be under the general 
heading of “Capital”. 

Q. Yes, sir. My only question is, Do you agree 
4224 with those two sentences? 

A. I have a little difficulty with the reference with 
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“. . . reduction is being recorded as capital is 

returned to investors.” 

I am not sure just exactly how he means that in that 
section. If he is referring to requirements of property 
that come out of service, I would agree to it. 

Q. Well, do you believe in the first sentence: 

“The integrity of the total investment paid in, more¬ 
over, should be maintained throughout the history of 
the corporation.” 

Do vou believe that? 

9 

A. Well, there he is referring to the capital paid in, 
as I understand that reference. 

Q. Sir? 

A. As I understand that reference, he is referring to the 
capital paid in by the investors. In other words, he is talk¬ 
ing about the other side of the balance sheet rather than 
the plant side of the balance sheet, which I have used here. 

Q. Well, whatever he is talking about, Mr. Rainwater, 
do you agree with it or not, or can you say? I don’t want 
to press you unduly. If you prefer not to, wiiy, we will 
pass on. 

A. I don’t have any trouble with it, if it is considered 
in the light of capital changes—changes in capital of 
4225 the stockholders. 

Q. Turning to page 70,1 quote the following lang¬ 
uage from Paton’s handbook: 

“Accounting can record only that which has hap¬ 
pened, and reflect opinion with respect thereto, on the 
basis of knowledge at the time the statement was pre- 

! pared. The history of a business as reflected in the 
annual statement of income is one source of informa¬ 
tion useful in an estimate of its future possibilities. 
One function of the annual statement of income is to 
indicate the relation of earning performance to capital 
employed.” 

Do you agree with that statement, Mr. Rainwater? 

A. I don’t have any difficulty with that statement. 
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Q. I am sure you are acquainted with Accounting Re¬ 
search Bulletin 24? 

A. Yes, sir. 

Q. Do you regard it as an authoritative statement of 
accounting principles ? 

A. It is one of the authorities. 

Q. On the first page of the bulletin they divide intangi¬ 
bles apparently into three groups, and denominate them 
respectively “a”, “b” and “c”, is that not true, as to type? 

A. That is apparently what they are doing, yes, sir, 
although the bulletin apparently is referring largely 

4226 to “a” and “b” the first two. 

Q. Mr. Rainwater, do you believe that the type of 
intangibles we are dealing with in this case—that is, those 
shown in Account 100.5—are those to which the bulletin 
refers to as type “b” intangibles? 

A. I believe they are generally comparable. 

Q. Now, on page 197 of the Bulletin, I quote paragraph 
No. 6: 

“In connection with the foregoing procedures, the 
Committee recognizes that in the past it has been 
accepted practice to eliminate type “b” intangibles by 
writing them off against any existing surplus, capital 
or earned, even though the value of the asset is un¬ 
impaired. Since the practice has been long established 
and widely approved, the Committee does not feel war¬ 
ranted in recommendation at this time adoption of a 
rule prohibiting such disposition. The Committee be¬ 
lieves, however, that such disposition should be dis¬ 
couraged, especially if proposed to be effected by 
charges to capital surplus .’ 9 

Directing your attention particularly to the last sentence, 
that such disposition should be discouraged, do you agree 
with that statement, Mr. Rainwater? 

A. Yes, as a general proposition I think I do, because 
I think what they mean there is where there has been 

4227 a payment for intangibles—this represents legitimate 
cost that we are dealing with—that the disposition 

should not be made by by-passing earned surplus and charg- 
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ing capital surplus, because of the fact that if the costs 
have expired, the costs should be reflected as a charge 
against the period to which applicable rather than a charge 
against stockholders’ capital. 

Q. Now, referring to page 198, the first sentence in the 
last paragraph on that page, and I quote: 

“The intangibles classified as type *b’ may be car- 
i ried continuously at cost unless and until it becomes 
reasonably evident that their term of existence has 
become limited, or that they have become worthless.” 

Do you agree with that statement? 

A. The quotation that you read to me, I believe, is under 
that heading at the bottom of page 199, under “Discretion¬ 
ary Amortization of Intangibles”, is that it? I may have 
lost the quotation. 

A. That seems to be somewhat of a contradiction of 
circumstances, I would say. I don’t believe I could agree 
with that statement. 

4228 Q. Mr. Rainwater, I don’t want to read the whole 
section, and I will ask you this question: Isn’t it true 
that the second paragraph, which I will read in a moment, 
of that section refers to type “b” intangibles? 

A. That is under the heading “Write-off where there is 
no evidence of loss of value”? 

Q. Yes, sir. 

A. I think that is referring to type “b”, yes, sir. 

Q. In fact it says so in the third line, does it not? 

A. Yes. 

Q. Now I read the second paragraph: 

“The committee believes, however, that such dis¬ 
position should be discouraged, especially if proposed 
to be effected by charges to capital surplus. It points 
out that reduction of the investment upon which the 
responsibility and accountability of management is 
based may give rise to misleading inferences if subse¬ 
quent earnings are compared with the reduced base.” 

Do you agree with that statement? 
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A. I agree to this extent, that the disposition of Ac¬ 
count 100.5 amounts should be to income or to earned 
surplus rather than to capital surplus. 

Q. Do you disagree with the rest of it? 

4229 A. I disagree that such disposition should be dis¬ 
couraged, if that means that they are recommending 

that no disposition should be made. 

Q. Do you also disagree with the fact that the reduction 
of the investment in such a manner may give rise to mis¬ 
leading inferences if subsequent earnings are compared with 
a reduced base? 

A. I would agree to that as a general proposition. 

Q. Is your recommendation as to the disposition of the 
amounts in 100.5 made without regard to the value of such 
assets when they were acquired, their present value, or 
their value in the foreseeable future? 

A. I think the disposition should be based upon the nature 
of the asset, when acquired, if that answers your question. 

Q. No, sir, I am afraid not, Mr. Rainwater, and it is 
a very important question to me. I think you have probably 
already answered it, but I want to be sure you have, and I 
will ask the reporter to read it again to you, please. 

• •••••• 

4230 The Witness: I think I already answered you on the 
first part with respect to the value when acquired, 

that the nature of them is indicated by what they were 
buying when the properties were acquired. 

Q. You realize, Mr. Rainwater, I have not asked you in 
this question your opinion as to their value at any one of 
these three times. I am only asking you whether or not 
you took into consideration in your thinking in making 
your recommendation to the Federal Power Commission 
as to disposition in Account 100.5, their value when ac¬ 
quired, their present value, or their value in the foresee¬ 
able future. I just want to know if you took any of those 
things into consideration. 

A. I think I considered- what they paid, which is the 
same as the value to the purchaser when acquired. 
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Q. All right. 

4231 A. Now, in regard to present value, I think I stated 
this morning that so far as present value, we have 

some twenty-two or twenty-three years. If we go over now 
to value, as I see it, we are then departing from cost. 

Q. Yes, sir. 

A. And I believe to stick to cost under the uniform sys¬ 
tem of accounts concept, and in considering cost, I must 
consider the over-all life which may be assigned to these 
intangibles. If I am to depart from cost and go over to 
value, then I might just as well do the same thing for tan¬ 
gible properties. 

In other words, if we are going to consider value and our 
accounting is to be based on values, as of this date, then 
we would change our whole basis of our accounting. 

Q. Mr. Rainwater, you are the one, are you not, who 
wants to depart from cost when you recommend that -we 
dispose of part of our cost? 

A. No, indeed. 

Q. Let me see if I can summarize your answer. I believe 
you stated that you did take into consideration value at the 
time the assets were acquired and that you assumed that 
the value was there? 

A. Yes, because that is cost, Mr. Young. I am dealing 
with cost. 

4232 Q. Now, let’s see if I am quoting you correctly. 
You did not take into your thinking, when you made 

this recommendation as to disposition, the present value of 
such assets. Is that true? 

A. No, because if I do, if I have to go to value, then 
I am leaving cost. 

Q. All right, and the third part of my question, you have 
not taken into consideration in the formulation of your 
recommendation the value of such assets in the foresee¬ 
able future. Is that also correct? 

A. That is right, because that is subject to the same in¬ 
firmities. 

Q. In other words, to summarize it, you are just simply 
not interested in value in that connection? 

A. I am interested in cost. 

Q. And not in value? 
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A. Not in value as such, no, sir, because we are on a cost 
basis of accounting. 

Q. Does the principle of conservatism, as accouuntants 
use that term, influence your opinion as to the disposition of 
Account 100.5—that is, amounts in account 100.5? 

A. Well, to say it influenced me—I would not say that is 
the sole influence, but I believe that every accountant has a 
standard of conservatism to a certain extent in his thinking, 
because I think it is basic to accounting. 

4233 What I mean by that is that conservatism is a 
standard that is given general recognition in ac¬ 
counting. Now, that can’t be separated, I don’t believe, 
from any accountant’s thinking completely. 

Q. Please define that term “conservatism” as account¬ 
ants use it, Mr. Rainwater. 

A. I can’t give you a definition that I have gotten from 
any accounting work. 

Q. Can you give me in your own words what you under¬ 
stand? 

A. I do have a definition which I think pretty well con¬ 
forms to my views. 

Q. Is this a dictionary definition ? 

A. This is a dictionary definition, yes, sir; Webster’s 
Dictionary: “Within safe bounds; adhering to sound prin¬ 
ciples.” There are some other meanings to it, but I believe 
those are the two main ones. 

Q. I believe that is the same definition Mr. Smith gave. 

A. I heard Mr. Smith give that definition, yes, sir. 

Q. Does Webster’s Dictionary give that definition as an 
accounting expression, or are you talking about the general 
use of the word “conservative” in the English language? 

A. I think it is probably the general use of the term, but 
I think it fits accounting pretty well. I believe that 

4234 accountants generally will agree that conservatism 
is a practice that you must give some consideration 

to. 

Q. What is the opposite of the word “conservative” in 
accounting parlance, Mr. Rainwater? 

A. Why, I have heard the term “unconservative” used, 

I believe, in this hearing. 




1640 


Q. That is not within safe bounds? 

A. Not within safe bounds. 

Q. Is there any term that is used to connote the opposite 
of the word “conservative’’ in accounting that you know of? 

A. Well, possibly reckless. 

• •••••• 

4236 Q. You say on page 28 of your prepared draft, 
in your answer to Question 41, that amortization 

4237 charges should be made to Account 537 or Account 
414, Miscellaneous Debits to Surplus, transcript ref¬ 
erence 3538. 

Are those accounts below the line of return, or fair 
return, whichever is the correct expression? 

A. They are below the line of return as they are stated 
in the income account. Now, this does not mean that the 
utility may or may not be earning on those amortization 
charges. That is for income account presentation, I believe 
you are talking about. 

Q. I believe you also said, at about the same point in 
your direct testimony, that you wished to make it clear 
that you express no opinion as to whether the amortization 
charge is allowable for rate making purposes ? 

A. That is right, yes, sir. 

Q. Now, Mr. Rainwater, I believe you stated this morning 
that, assuming that benefits have accrued to the public on 
account of arm’s length transactions, and assuming further 
that they are legitimate costs, your opinion is that the 
utility is entitled to a return of and a return on its invest¬ 
ment; is that correct? 

A. Yes, to the extent that such benefits have been passed 
on to the public, I think the public should pay for what 
benefits they receive. 

Q. And that is true of purchased intangibles just as 
it is true of other properties, is it not? 

4238 A. Yes. 

Q. Now, referring to page 88 of the System of 
Accounts, which sets forth, I believe, the income accounts 
prescribed by the system, I will ask you to define the terms 
“gross income” which appears on page 88 just above 
“income deductions”? 
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A. Of course it is not defined. It is a mathematical re¬ 
sult of adding together various figures, namely the total 
of utility operating income, as covered bv Accounts 501 to 
509 inclusive, plus other income as covered by Accounts 
520 to 527 inclusive. It is before deductions for such things 
as interest, debt discount, and so forth. That is the point 
which you referred to a moment ago as the line of return. 

Q. Yes, sir. Does it represent only the return oil the 
total investment unless it includes some amount for return 
of the investment which is to be amortized through Account 
537? 

A. It generally covers that, yes, sir. 

Q. Mr. Rainwater, I have an exhibit here that I realize 
I may be getting into deep water on, but I want you to 
look at one of these sheets with lots of columns of figures 
on it. 

Mr. Young: Mr. Examiner, I would like to offer for iden¬ 
tification this sheet of paper called “Company X Income 
Statement’’ and ask that it be marked with the next appro¬ 
priate number. 

Presiding Examiner: It will be marked for iden- 
4239 tification Exhibit 225. 

Q. Mr. Rainwater, I am going to ask you to make some 
assumptions, and while I don’t think they are complicated, 
they are rather long, so I have just handed you a written 
copy of the assumptions I am going to read into the record 
and suggest that you follow it as I read it. 

I now ask you to make some assumptions, and they are 
as follows, and we will call these assumptions Basis 1. 

1. Assume that a Commission having jurisdiction over 
the rates of a public utility fixes the rate base of the utility 
and includes in that rate base the legitimate cost of pur¬ 
chased intangibles which are purchased in arm’s length 
transactions. 

2. Assume further that the Commission finds that the 
legitimate cost of the purchased intangibles represent the 
purchase price of intangible assets of unlimited life which 
have continuing value, and makes no allowances for such 
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amortization in determining the amount of gross income 
to be allowed such utility. 

3. Assume further that the gross income allowed the 
utility represents allowances for reasonable return on the 
investment only. 

4. Assume further that the Commission allows the 

4240 utility to retain only such amounts of its gross rev¬ 
enues as will produce a return on its investment, 

■which is the allowed gross income. 

5. Assume further that the gross revenue which the utility 
company is allowed to retain is $20,000,000. 

6. Assume further that the operating expenses of the 
utility are $13,000,000; that the depreciation charge is 
$2,000,000, and does not include any allowance for amorti¬ 
zation of the legitimate cost of the purchased intangible; 
that the taxes on the utility are $2,000,000; that the operat¬ 
ing revenue deductions total $17,000,000, the gross revenue 
allowed being $20,000,000, the net operating revenues are 
therefore $3,000,000. 

For the sake of brevity and simplicity, we will assume 
that the utility has no other income, and therefore the gross 
income allowed the utility by that Commission is $3,000,000. 

Now, that $3,000,000 represents only a reasonable return 
on the investment of the utility company in both its tangible 
assets and its intangible assets. We will assume further 
that there are no income deductions, therefore the net 
income of the utility is $3,000,000 and the net income trans¬ 
ferred to surplus is $3,000,000. 

Now, under those assumptions that $3,000,000 allowed 
the utility represents only the return on its investment, is 
that not true? 

• •••••• 

4241 The Witness: Well, under this set of assumptions, 
if that is what the revenues are and you have given 

me all of these items which are the charges against the 
balance of $3,000,000 as the total allowed return on the 
investment. 

Q. Now, understand I am not asking you to vouch for 
any of these facts. I am making the assumptions. 
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A. Yes, sir. 

Q. And asking you to base your opinion assuming them 
to be true. 

Then that $3,000,000 under those circumstances would 
represent only the return on the investment of the utility. 
Is that not true? 

A. Yes, that is the allowed return—that is what the 
regulatory commission has allowed the utility on its in¬ 
vestment. 

4242 Q. Now, referring—let’s call that utility company 
Company X, and referring to Exhibit No. 225 for 

identification, I ask you if Column A, Basis 1, does not 
correctly reflect all of the assumptions heretofore given 
you? 

• •••••• 

A. It seems to follow your assumptions. 

Q. Now, let’s make the same assumptions reflected under 
Column A, Basis 1, with respect to Company X, with this 
additional assumption, and we will call this Basis 2; assum¬ 
ing that another Commission orders Company X to amortize 
the legitimate cost of the purchased intangibles which 

4243 were purchased in arm’s length transactions at the 
rate of $500,000 annually through Account 537, Mis¬ 
cellaneous Amortization; assume, also, the gross income 
allowed is still the $3,000,000 and that $3,000,000 represents 
only a reasonable return on the investment of the company, 
would not the amortization of the purchased intangibles 
under those circumstances be out of the return on the 
investment and not represent a return of any portion of 
that investment; and, Mr. Rainwater, let me add this: 
Does not Column B, Basis 2, reflect the situation that I 
have just discussed? 

A. Well, the way you have set this up of course it shows 
it as coming out of the gross income of $3,000,000. 

Q. Does it not appear that under those circumstances 
the company has fallen short by $500,000 of earning a 
return, a fair return on its investment? 

A. It falls short of the fair return which you have indi¬ 
cated is the basis of your assumptions, but I would like to 
point out that the $500,000, regardless of whether you put 
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it down in 537 or whether you put it up in 505, that you 
get the same answer. 

Q. I think we are coming to that, Mr. Rainwater. 

A. The point is that the regulatory commission has not 
allowed anything directly for that, and has not given it 
any consideration in its calculations. 

Q. You are anticipating me, Mr. Rainwater. 

4244 A. Well, I will stop there. 

Q. Now, let’s take the same circumstances and 
conditions as are reflected by Column A, Basis 1, with these 
further assumptions, and we will call this Basis 3: 

Assume that another Commission orders Company X to 
amortize its legitimate cost of the purchased intangibles 
which were purchased in arm’s length transactions at the 
rate of $500,000 annually through Account 505, Amortiza¬ 
tion of Electric Plant Acquisition Adjustments; assume 
further that the gross revenue which Company X may re¬ 
tain is still $20,000,000 as reflected under Column A, Basis 1. 

Does not Column C, Basis 3 on Exhibit 225 for identifica¬ 
tion correctly reflect those assumptions? 

The Witness: I would like to ask this question before 
I answer your question. 

As I understand the basis for Column C, the regulatory 
commission requires the amortization through 505? 

Q. That is right. 

A. But there is no allowance, that is no separate allow¬ 
ance given for it in the starting figure in gross reve¬ 
nue? 

4245 Q. In other words, it is the same situation as the 
preceding column except amortization in 505 in¬ 
stead of 537. 

A. Yes. 

Q. Does not Column C, Basis 3, show that the effect of 
the order of the second Commission, assuming it to be valid 
and enforceable, is to require Company X to amortize the 
cost of its purchased intangibles out of the return on its 
investment and does not give Company X a return of and 
a return on its investment? 
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A. Well, it comes out of the total allowable revenues 
as a basis for rates. 

Q. In other words, its return is $500,000 short of being 
a reasonable return, as I have assumed, is that not true? 

A. On the basis of your assumptions, and that assumes 
that all of the other factors, such as depreciation, for ex¬ 
ample, is the correct figure- 

Q. That is right. 

A. But why I asked about depreciation, it might be, say, 
$1,000,000 short on the basis of what would be the true de¬ 
preciation, and likewise that would then enter into your 
calculations. 

Q. Let’s don’t get outside into that field; let’s just as¬ 
sume the depreciation is the correct figure. 

A. All right. 

4246 Q. Can you then say, as you said as to Column B, 
that the return available to the company is $500,000 

short of being what I have assumed to be a reasonable re¬ 
turn on its investment? 

A. That is apparently the result of it, yes, sir. 

Q. Now, under those circumstances the order of the sec¬ 
ond commission requiring company X to amortize the cost 
of its purchased intangibles, whether through Account 505 
or Account 537, would result in Company X being required 
to amortize such costs out of the return on its investment 
and would not provide for the return of such investment. 
Is that not true? That is, both Column B and Column C. 

A. As I understand the difference between the two com¬ 
missions, one is fixing the rates but makes no provision for 
the amortization of the intangibles. 

Q. That is right, and the second commission comes along 
and orders the intangible amortized. 

A. Yes. 

Q. Am I correct when I say that the effect of that would 
be, the effect of that second Commission’s order would be 
that Company X would be required to amortize such costs 
out of the return on its investment and would not provide 
for the return of such investment? 

A. That would be the result, that the resulting figure 
would—now, I don’t have any rate base on here, but 

4247 I assume that based on the original calculation that 
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it would not yield a fair return if you throw in that 
factor 

Q. We have assumed that $3,000,000 is a fair return, Mr. 
Rainwater. 

A. Yes, that is what I understood. 

Q. And we are $500,000 short on either basis, aren’t 
we. Now, let’s assume the same facts and circumstances as 
have been assumed and as are reflected by Column A, 
Basis 1, except that the gross revenue Company X is al¬ 
lowed to retain is $20,500,000 instead of $20,000,000. 

Let’s assume further that the second commission orders 
Company X to amortize legitimate cost of the purchased 
intangibles through Account 505 at the rate of $500,000 
annually. 

Now, we will call this Basis 4, and for the purpose of 
this particular basis we will ignore the effect of taxes on 
those assumptions. 

Are these assumptions correctly reflected by Column D, 
Basis 4, Exhibit 225 for identification? 

A. Yes, sir. 

Q. Now, under those circumstances and conditions as 
shown by Column D, Basis 4, the gross income of the com¬ 
pany is $3,000,000 and that represents the return on its in¬ 
vestment, does it not, Mr. Rainwater? 

A. Yes; that is what it is on the basis of the way 
42 48 it is stated. 

Q. I understand you take no responsibility for any 
of these facts which I am assuming. 

And the charge to Account 505, Amortization of Electric 
Plant Acquisition Adjustments, represents—in the sum of 
$500,000—a return of a portion of the cost of its purchased 
intangibles, does it not, Mr. Rainwater? 

A. Yes, on that basis. 

Q. In other words, Column D, Basis 4, shows that Com¬ 
pany X is receiving a return of and a return on its invest¬ 
ment? 

A. Yes. 

Q. Does not Column D, Basis 4, show that in order for 
Company X to receive a return on and a return of its in¬ 
vestment, it is necessary for Company X to receive addi- 
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tional gross revenue over Column A, Basis 1, or an addi¬ 
tional amount sufficient to provide for the return of a por¬ 
tion of the cost of the purchased intangibles? 

A. In order to get to that $3,000,000 which is the figure 
which you have assumed, of course you have to add it up 
above in order to get the $3,000,000 down below in the state¬ 
ment. 

Q. Now, let’s assume the same facts and circumstances 
as Column A, Basis 1, with these further assumptions, and 
we will call this Basis 5. 

4249 Assume that the second Commission requires 
Company X to amortize legitimate cost of its pur¬ 
chased intangibles through Account 537 at the rate of 
$500,000 annually, and that Company X is allowed to re¬ 
ceive and retain gross revenues totalling $20,500,000 in¬ 
stead of $20,000,000 as shown by Column A, Basis 1. 

I believe in Column E, Basis 5 on Exhibit for identifica¬ 
tion No. 225, those assumptions are reflected. 

A. Yes, sir. 

Q. Does not Column E, Basis 5, also show that it is 
necessary for Company X to receive gross revenue in the 
amount of $20,500,000, or $500,000 more than the amount 
shown in Column A, Basis 1, in order for Company X to re¬ 
ceive a return of and a return on its investment? 

A. Yes. 

Q. In other words, whether the amortization of the in¬ 
vestment is through Account 505 or 537, it is necessary 
for Company X to receive and retain additional gross reve¬ 
nue equal to the annual charge for amortization of the cost 
of its purchased intangibles over the amount which it is 
allowed to retain by the first Commission, which is shown 
in Column A. Is that not true, Mr. Rainwater? 

The Witness: Yes, that shows that it doesn’t make any 
difference whether you put it in 505 or 537. If you 

4250 are trying to arrive at the $3,000,000, as shown in the 

exhibit- 

Q. You have to put something extra at the top, don’t you? 

A. The important figure is the one at the top; in other 
words, the amount of operating revenues. 
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Q. In other words, if you don’t put in the extra half 
million at the top, the bottom figure is going to be short? 

A. Yes, on the basis of assuming all these figures are 
correct. 

Q. Now, if the present gross revenue of Company X is 
only sufficient to yield a return on the company’s invest¬ 
ment, would it not then be necessary for the company to 
increase its rates to its customers to obtain the additional 
amount necessary to give the company a return of that 
portion of the company’s investment which is being amor¬ 
tized? 


• •••••• 

The Witness: Well, I think it is obvious that if you have 
to arrive at $3,000,000 which is the determined return- 

Q. We have assumed that to be the fair return. 

A. And if all of these other factors remain constant, if the 
additional charge of $500,000 w’ould not yield the $3,000,000, 
therefore the revenue—which is the starting figure— 
4251 would have to be increased either through rates or 
through some other means that would produce those 
revenues. 

Q. Do you know of any other means except rates, Mr. 
Rainwater? 

A. Well, for that large amount, unless there are some 
economies or something of that sort that can be brought 
into play, I don’t think of any factors right offhand that 
would produce it. 

Q. Now, I believe you previously said that since we are 
dealing with arm’s length cost, and assuming that the custo¬ 
mers got commensurate benefits from these costs, a company 
is entitled to a return on and a return of its investment? 

A. Yes, and I am speaking purely, though, from a rate 
making standpoint as apart from accounting. In other 
words, if this $500,000 is a proper cost, just the same as 
depreciation, for example is a proper cost, it should be in¬ 
cluded in the income statement from an accounting stand¬ 
point regardless of what the effect is on the final figure. 

In other words, take depreciation, for instance, if this 
figure is short, it should be charged into the accounts as a 
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matter of accounting regardless of what the regulatory 
commission may have allowed in the figure which it deter¬ 
mined on which to base its rates. 

I think that is very important, that there is a distinction 
between accounting and rate making. 

4252 Q. Now, your recommendation to the Federal 
Power Commission that the Respondent amortize a 

part of its investment does not go so far as to recommend 
that the company be permitted to increase its gross reve¬ 
nues to the extent necessary for the company to obtain a 
return of such portion of its investment, does it? 

*•••••* 

4253 The Witness: It was not a rate base recommenda¬ 
tion ; it was an accounting recommendation. I didn’t 

go into the allowability of the item for rate making pur¬ 
poses at all. 

• •••••• 

Q. But my point is this, Mr. Rainwater, that you previ¬ 
ously said that equity would permit the company to recover 
that part of the company’s cost in return of its investment, 
did you not? 

A. Yes, and I was speaking at that time, due to the rami¬ 
fications of the whole picture, of what I would feel should 
be considered from a rate making standpoint; but I have 
not, in making a recommendation as to whether amortiza¬ 
tion should be followed or not—I have followed strictly ac¬ 
counting, as such. 

Q. Now, why have you not considered the other 

4254 question I mentioned, Mr. Rainwater? 

A. Because this is an accounting matter. 

• •••••• 

Q. Would you agree, Mr. Rainwater, that under the 
assumptions of Company X, that if an amortization pro¬ 
gram were enforced by the second Commission, and no in¬ 
crease was received in its gross revenues, that the result 
of that program of amortization would be that the stock¬ 
holders would suffer a substantial loss thereby? 

• •••••• 
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4255 The Witness: I think it is a mathematical proposi¬ 
tion on the basis of your assumptions that you have 

given me, if the rates and revenues are based on a pre¬ 
determined figure, that amortization will have an effect on 
the resulting figure on the return that is left over for the 
stockholders. 

Q. And that will be an adverse—that effect will be ad¬ 
verse to the stockholders of the company, would it not, Mr. 
Rainwater? 

The Witness: Well, it would reduce it, it would reduce 
the amount which we finally come to in the last line of the 
exhibit in the hypothesis you gave me from $3,000,000 to 
$2,500,000. 

Q. But you agree that would be an adverse effect 

4256 on the stockholders? 

A. Yes, it would reduce the return on that assump¬ 
tion. 

• •••••• 

4257 Q. Mr. Rainwater, is your opinion that the pro¬ 
posed amortization charge of 100.5 should be made 

below the line, as my expression, in accordance with the 
weight of opinion as to accounting principles and practices ? 

Q. As to proper accounting principles. 

A. Yes, I believe there is a good deal of authority for 
that, that this—being a return of the initial investment in 
the earnings—should not be considered as a cost of 

4258 operation, but rather an amount coming out of the 
gross income as a recovery of that investment. I 

have several authorities which I might cite along that line, 
if vou desire. 




Q. Referring to your answer to Question No. 36 on tran¬ 
script 3531 where you quote from Paton- 

A. You are referring to the Handbook? 
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Q. No, sir, I believe you were referring there to 

4259 An Introduction to Corporate Accounting Standards 
by Paton and Littleton, isn’t it? 

A. That is right. 

Q. And I notice this expression: “It follows that the 
amount expended for good will should be absorbed by reve¬ 
nue charges.” 

To me, the term “revenue charges” meant above the line. 
Am I correct about that, Mr. Rainwater? 

A. I am rather inclined to think that while they used the 
term “revenue charges”, it refers to the overall revenue 
picture. In other words, it comes out of the gross revenues 
rather than as a revenue deduction in the sense that we 
have this income statement here in the illustration. 

What makes me think so is in the sentence just preceding 
that it says, “Thus purchased goodwill represents an ad¬ 
vance recognition of a debit for a portion of the income that 
is expected to materialize later.” 

Now, that carries out my thought as I explained awhile 
ago of the return of this purchase. Now, if it is a return of 
that purchase, it is certainly not a cost of operation in the 
ordinary sense, and therefore it should, while it comes out 
of revenues generally, I would feel that that would be sup¬ 
port for my position that it belongs in the lower half of 
the income statement rather than in the upper half. 

Q. “Revenue Charges” as ordinarily used by ac- 

4260 countants refers to items above the line, doesn’t it? 

A. Of course that term “revenue charges” and 
“revenue deductions” may be a little different in the utility 
income statement from the general overall concept of what 
they are thinking of here. 

Q. Well, let’s look—I confess that I am not familiar 
enough with these terms to carry on the subject at considera¬ 
ble length, Mr. Rainwater, but let’s turn over to the next page 
where you quote, page 3533 of the transcript, from the work 
entitled “Accounting Method” by Rorem and Kerrigan, 
Third Edition, published in 1942, and I notice this phrase: 
“A scheme of periodic amortization will charge the invest¬ 
ment in goodwill as an expense of the periods which are ex¬ 
pected to be benefited from excess income.” 
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Now, does the word “expense” also mean below the lineT 

A. Well, that would certainly not appear in his use of 
“expense”. I would be inclined to think there that he is 
thinking of, probably the same as we think of expense, of 
operating expenses generally. However, I would like to 
point out that all of these extracts that I gave were submit¬ 
ted for two purposes: One, to show the general proposi¬ 
tion- , 

Q. Yes. 

A. -that amortization—that there should be amortiza¬ 

tion of intangibles. 

Q. Yes, sir. 

4261 A. And that there should be a period of years in 
which to amortize these. 

Q. You regard them as- 

A. I think that these illustrations certainly bear out that 
general proposition, which was- 

Q. Now, you regarded those- 

A. I wasn’t quite through. These bear out the general 
proposition that intangibles should be amortized. Now, as 
to whether they are in 505 or 537, above or below the line, 
I was not depending on these authorities alone. I have 
some additional authorities which I think more clearly 
bring out that question. 

Q. Well, you regarded these authors and these texts as 
competent authorities or you would not have cited them, 
didn’t you, Mr. Rainwater? 

A. Yes, that is right. I would like to point out at the same 
time there isn’t complete unanimity among accountants 
as to questions of this kind, and actually as between 505 
and 537 there isn’t too much accounting literature that 
would bear on that subject. 

4262 Q. All right. Let’s stay with that same question 
and turn over to page 3535 of the transcript, page 26 of 

your prepared draft, where you quote from “Intermediate 
Accounting” by Taylor and Miller, published in 1938, and 
I refer you to the last sentence in your quotation where it 
savs: 

m 

“The charge may in every case be considered a 
proper debit to operations if the intangible fixed asset 
is related in any way to current business.” 
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A. Yes, that last clause, I think, is very important, if it 
is related to current business. In other words, if it is a 
cost of operation for a current period. 

Q. If what is a cost of operation? 

A. The amortization of the intangibles, in the broad sense 
that it is a necessary cost of doing business. 

Q. Didn’t you use this quotation as an authority, having 
relation to the intangibles we are talking about in Account 
100.5? Isn’t that the way you understood that quotation? 
Is that what you understood that quotation related to? 

A. Oh, yes, but I just got through explaining to you that 
the purpose of these quotations primarily was to indicate 
the general proposition that intangibles should not be re¬ 
tained on the books in perpetuity; and with respect to the 
one you are giving me here, I would like to call your atten¬ 
tion to the lines just above, where he suggests that 

4263 these be written off over a reasonable term of vears, 
varying from three to five to fifteen years. 

Q. I realize that, and I realize that that is the purpose 
you quoted it for; but you don’t mind my using your quota¬ 
tion for another purpose, do you? 

A. No, not at all. But I am trying to point out that in 
citing these authorities I have cited them principally for the 
general proposition. 

Q. Yes, sir. 

A. Now, whether it is above or below the line, if you are 
interested in that part of it, I will be glad to give you some 
accounting authorities, in addition to these. 

Q. In other w’ords, you cite these works as authorities 
for telling us that we ought to get rid of our intangibles, 
but you disagree, to say the least with the last two of them 
you cite as to how’ and what manner of disposition should 
be made, is that right? 

The Witness: I don’t think that you correctly inter¬ 
preted Taylor and Miller. Now, the other one that you 
gave me was Rorem and Kerrigan. 

4264 Q. Yes, sir. 

A. The language of Rorem and Kerrigan’s book on 
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accounting methods would seem to indicate that they re¬ 
garded the charge as an operating expense. 

Now, in the other example that you gave me, I didn’t feel 
that Fa ton and Littleton’s book supported your view. 

Q. When you discuss the problem of two sets of books 
on Transcript 3540, in your answer to Question 43,1 believe 
you rest on a principle of conservatism there, is that 
correct! That is, your statement that if you’ve got two 
sets of books that on account of conservatism you just use 
the amount shown in the smaller surplus, and the less 
favorable picture! 

A. I think it is much more fundamental than that. The 
company’s board of directors is subject to all sorts of 
penalties. 

Q. Are you getting into the legal field now, Mr. Rain¬ 
water ! 

A. Well, I am thinking of declaring dividends out of 
capital. 

Q. All right, sir. 

A. And I believe that the accountant—and I believe 
the company likewise—would tend to use the set of books 
which showed the less favorable picture because if you 
use the books which show no charge for 100.5 and the 
other set shows a charge for 100.5 and the result is that 
dividends are paid in excess of income, it raises 
4265 a question as to whether they are not in fact pay¬ 
ing dividends out of capital. 

Q. Now, is that choice of the more unfavorable picture 
dictated by the accounting principle of conservatism? 

A. Well, I think it is a matter that the accountant would 
necessarily turn to a showing that would reveal the true 
picture, and also he would be bound to follow the one which 
also showed the less favorable picture. 

Q. My question was, Mr. Rainwater, Is that because of 
the accounting principle of conservatism which you mention 
in your answer? 

A. Yes, I think so. 

Q. In other words, you’ve got two different sets of 
books—sets of accounts—and because of that principle you 
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choose the one that shows the most unfavorable picture, 
whether it corresponded to reality or not? 

A. No, I wouldn’t say that. 

Q. You wouldn’t say that? 

A. No. 

4 

Q. Would you also choose the one that showed the more 
unfavorable picture? 

A. I am merely indicating here that that is the tendency of 
accounting generally, to not paint too rosy a picture; and 
if you have two sets of books, one showing that income is not 
sufficient to pay dividends, and the other one does, 

4266 I think both the accountant and the management 
would tend towards the less favorable of the two pic¬ 
tures. 

Q. Solely because it presents the more unfavorable pic¬ 
ture? 

A. And the most realistic. 

Q. How do you know it is the most realistic? Just be¬ 
cause you’ve got two sets, one more unfavorable than the 
other, how do you know that the lower one is the more real¬ 
istic of the two? 

A. It seems to me it is more realistic use of the informa¬ 
tion that you have at hand. 

Q. Without knowing anything of the facts now—the un¬ 
derlying facts, or the quality or character of the respective 
accountants or accounting firms that made up these two 
statements—you would say automatically that the one that 
showed the more unfavorable picture was the more realistic 
of the two, is that correct? 

A. Well, I am trying to apply it to the facts in this case. I 
would certainly feel that so far as this case is concerned it 
would be the more realistic. 

Q. I was not referring to this case specifically, Mr. Rain¬ 
water. I was speaking generally. 

• •••••• 

4267 Q. Mr. Rainwater, I believe you stated that con¬ 
servatism is standard in accounting—the principle of con¬ 
servatism. 
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A. I sav it is in the minds of accountants generally not 
to overstate a situation. 

Q. Yes, sir. 

A. And I believe that is generally in the thought of ac¬ 
countants, although I don’t think you will find very much 
in accounting literature on it. It is grounded into your 
accounting theory. 

Q. Will you refer to page 161 of Paton’s handbook for 
accountants, which we used a short time ago? 

A. Page 61 ? 

Q. Page 161. And I read the last paragraph at the 
bottom of that page: 

“The tenacity with which the accounting profession 
clings to the dogma of conservatism reminds the writer 
of the time when he was a small boy on the farm and had 
an uncle whose family always kept their clock fifteen 
or twenty minutes too fast. Their justification 
4268 of this practice was that it would help them to 
be on time. They were in fact notorious for 
always being late. Their keeping the cloct too fast was, 
I am sure, one of the factors contributing to their 
habitual tardiness.” 

And turning over to the next page: 

“Conservatism muddies up the accounting waters. 
It dulls the accountant’s sense of accuracy, and gives 
him a false sense of security and righteousness. It 
impairs the usefulness of his results for purposes of 
analysis, comparison, and prediction.” 

I take it you do not agree with that statement? 

A. Well, I don’t agree that conservatism should be car¬ 
ried to the point of actual understatement, of course. I 
thought of it more in the light of where you have a close 
situation, the accountant would, in trying to get the proper 
picture of it, go to the one less favorable, because of the 
effect on—well, particularly on surplus. Surplus may be 
overstated. 

Q. Let’s turn to page 820, where they discuss significance 
in treatment of write-downs, and I quote: 
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“Understatement of-” 

Pardon me. Have you found the place, Mr. Rainwater? 

A. Yes, I believe I have it. 

Q. I quote: 

4269 “The position has sometimes been taken that 
understatement of fixed assets even to the ex¬ 
tent of placing nominal values thereon, is a conserva¬ 
tism and hence a desirable practice. However, account¬ 
ants generally object to deliberate understatement. 
Hatfield (Accounting) writes: ‘To state that an abso¬ 
lute understatement is praiseworthy neglects the fact 
that fraud may surely be perpetrated in that manner, 
and while the reaction against over-valuation is but 
natural and in general healthful, it seems a mistake to 
overlook the value of accuracy and cease to hold it up 
as a goal of accounting. . . . The undervaluation of as¬ 
sets with its accompanying understatement of profits 
and establishment of a secret reserve, if the lesser of 
two evils, nevertheless falls far short of the ideal 
standard of accounting. ’ 

“The following comment is adopted from Huxley 
(Writing Down Assets and Writing Off Losses): 
* There has been a great tendency to assume that write¬ 
downs are in their nature always conservative. If 
write-downs go too far, nothing is further from the 
fact. Any apparent conservatism in understating the 
value of assets on the balance sheet is far more than 
offset by the unconservative overstatement of future 
profits resulting therefrom.’ ” 

4270 Do you agree with those statements? 

A. I certainly agree that there should be no under¬ 
statement of assets from a cost standpoint, and I would like 
to point out in your reference to Hatfield, that Hatfield 
was one of the authorities who recommends that an in¬ 
tangible be amortized. 

Q. Let us turn to one of your own authorities, Mr. Rain¬ 
water, Transcript 3532, page 24 of your prepared draft, 
where you quote from “Financial Statements” by M. B. 
Daniels, published 1939; and I quote from the second sen¬ 
tence of your excerpt as follows: 
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“As pointed out later there are good reasons for 
amortizing certain intangibles rapidly, but there is 
little merit in eliminating them entirely simply as a 
matter of conservatism, especially when this policy does 
not become effective until its application no longer 
results in showing a deficit.’* 

A. Well, I agree that you shouldn’t eliminate intangibles 
as a matter of conservatism. I have never advocated that. 

Q. Conservatism alone is not an adequate reason for dis¬ 
position of intangibles, is it? 

A. I certainly wouldn’t want to subscribe to that as the 
sole basis of eliminating intangibles. 

Q. Now, you state that you know how certain 
4271 companies have handled a situation in one set of 
books, where the Federal Power Commission required 
amortization through 537 whereas the State Commission 
authorized the company to use Account 505. I believe that is 
correct? 

A. Yes, sir. 

Q. Do you know how you would handle it within one set 
of books if the Federal Power Commission said the com¬ 
pany should amortize in Account 100.5 and the State Com¬ 
mission ordered the company not to amortize in Account 
100.5? 

A. What you are asking me is a matter of accounting, 
if the State Commission forbid them to set up in their books 
any amortization of Account 100.5 and another Commission, 
for example, ordered them to amortize in 100.5, and you are 
asking me how thev could meet that situation. I think that 
is a legal question. 

Q. Well, let’s leave off the legal question for the moment— 
who has the authority. Accounting-wise, could you handle 
both of those requirements within one set of books or ac¬ 
counts? 

A. Well, what I meant by a legal question is that one 
says they shall not do it. 

Q. I understand. 

A. I don’t believe there is any requirement that they 
shall not. 
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Q. But you will admit that you couldn’t carry out 

4272 both those requirements—one is to do it and the other 
is not to amortize? 

A. Well, I have difficulty with it because if the first Com¬ 
mission says that they shall not do it, and they are keeping 
their books to conform with the requirements of the first 

Commission- 

Q. Yes? 

A. How they can do that, and the second Commission 
says that they shall—in other words, we have a conflict there 
which, it seems to me, is a legal conflict, which the company 
will have to decide for itself as to which one it is going to 
obey. 

Q. But, accounting-wise, you couldn’t do both—follow the 
orders of both commissions within one set of books, could 
vou? 

A. You certainly could comply with the second Commis¬ 
sion. My trouble is with the first Commission. I don’t know 
how to get around the set of books if the first Commission 
says they shall not do it, how they can comply, legally, with 
that requirement. 

• •••••• 

4273 Q. Mr. Rainwater, we will forget now who has the 
ultimate legal authority. We are just talking about 

accounting. You are coming to work for the company as a 
consulting accountant, and one Commission has told 

4274 the company to amortize the amount in 100.5 through 
Account 505 or 537—I don’t care which—and another 

Commission has ordered the company not to amortize the 
amount in Account 100.5. Now, you are not a lawyer, 
you are just an accountant. Just tell me this: Can you 
fix up a set of books or accounts that can comply with 
both of those orders? 

• •••••• 

4276 The Witness: I believe if I were coming to work 
for the company under the situation you have de¬ 
scribed for me, the first thing I would ask would be, which 
one of the orders is the company going to obey? And after 
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they settle that for me, I think I would be able to handle 
the books. 

Q. On Transcript 3537 and 3538, in answer to your Ques¬ 
tion 39, I believe, you state that a fifteen-year period from 
1944 is the normal period for amortization of the 

4277 amount in our Account 100.5. What is there about 
that particular period that makes it normal, Mr. 

Rainwater? 

A. That is the answer to Question 40, I believe, is it 
not? 

Q. I think 39 and 40 together. 

A. All I am saying there is it is really a continuation 
of my answer under 39 in a sense that the exact life of the 
intangible is uncertain. The period that is to be selected 
is a matter of judgment. 

Considering that the intangible arose twenty years ago, 
if we start with the year 1944, it would give, over-all, a 
thirty-three year period since acquisition. I think that 
is a reasonable period, and on the basis of that being a 
reasonable period, it necessarily follows that the answer 
that 1 give to Question 40 is that we go back to the year 
1944 to cover the thirty-three year period. 

All I am pointing out in my answer to Question 40 is 
that I don’t believe, in my view, if the thirty-three year 
period is a reasonable period, that the mere fact of litiga¬ 
tion alone should cause the amortization to be deferred 
any more than depreciation, for example, or any other 
proper item of cost should have no consideration given 
to it. 

Presiding Examiner: It is not a sort of penalty to a 
company for having litigated, is it? 

The Witness: No, sir it was not intended as such. 

4278 It was not intended as a penalty. 

Q. That is my point. Well, not exactly that. My point 
is this: Then the fifteen-year period is not the normal period 
—the thirty-three year period is the normal period you are 
referring to ? 

A. I was considering the thirty-three years in the light 
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of the facts of this case, and I thought it was reasonable 
under the circumstances. 

Q. What is the normal period you are referring to? 
Is it the thirty-three year period or the fifteen-year period? 

A. Well, it is thirty-three years from acquisition. The 
amortization period is fifteen years, if that answers your 
question. 

Q. And that is what you regard as the normal period, 
is that right? 

A. I think it is a very reasonable period. 

Q. You mean by that it is a proper period? 

A. Yes, I think so. It is a matter of judgment, and 
I believe the fifteen-year period is a reasonable period. 

Q. You mean—? 

A. To amortize the intangibles. 

Q. You are really talking about the thirty-three year 
period, aren’t you? 

4279 A. No, I have to take into consideration how long 
these items have been on the books, and what amounts 

are involved when I finally come down to the conclusion that 
the fifteen-year period is a reasonable over-all period. 

Q. But you want to relate that fifteen years back to 
1944? 

A. Yes, that would be my judgment. We had two other 
companies that were in a very similar position. 

Q. Yes? 

A. And they are using the fifteen-year period. I thought 
that was reasonable in that case, and I think it is reason¬ 
able in this one. 

The other companies I am thinking of were Louisiana 
Power and Light, and Mississippi Power and Light, in the 
same general area being served by this company. 

Q. Because you used those two companies you thought 
that was appropriate in ours? 

• •••••• 

The Witness: Oh, not on that alone. I tried to give con¬ 
sideration to all of the circumstances and facts of the 

4280 case, Mr. Young. 



1662 


Q. A very substantial part of our acquisition—Wilson, 
a million dollars—hasn’t been there thirty-three years, 
has it? 

A. No, it is an over-all fifteen years—I mean fifteen 
years is an over-all judgment figure for all of the excess. 

I am not trying to separate it out as to what period should 
be applied to each item. 

Q. But your idea of a proper period, a reasonable period, 
is fifteen years from 1944? 

A. Yes. 

• •••*•• 

4288 Q. Mr. Rainwater, in answer to your question 
number 46, on the last page of your prepared brief, 

transcript 3541 and 3542, you state, I believe, that memoran¬ 
dum accounts would not satisfy ..the needs of the Federal 
Power Commission. 

A. Yes. 

Q. What are the needs of the Federal Power Commis¬ 
sion, Mr. Rainwater, in connection with the Arkansas Power 
& Light Company? 

A. I don’t believe that in my answer to 46 I stated it 
quite on the basis of the needs of the Federal Power Com¬ 
mission, not that broad a statement, but I said it would 
not satisfy the requirements of the Federal Power Com¬ 
mission’s Uniform System of Accounts as applied to Arkan¬ 
sas Power & Light Company. That is as far as I went. 
In other words, I was referring only to the requirements 
under the System of Accounts as applied to the company. 

Q. The question, 46, referring to whether or not 

4289 the use of memorandum accounts would satisfy the 
needs of the Federal Power Commission and you 

state now in your answer that you did not mean to cover 
that point. 

A. I was covering the accounting requirements of the 
Federal Power Commission under the Commission’s Uni¬ 
form System of Accounts. 

Q. And those are what, Mr. Rainwater? 

A. The requirement of the Federal Power Commission’s 
System of Accounts is that it is applicable to Arkansas 
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Power & Light Company as a public utility and licensee 
in the System of Accounts. That is what I had in mind. 

Q. If I understand you correctly, you meant to state 
and did state that memorandum accounts would not satisfy 
the requirements of the Federal Power Commission’s 
Uniform System of Accounts. 

A. That is right. 

Q. And that is all you meant to state? 

A. That is all I meant to state. 

Q. You did not mean to state and you do not now state 
that memorandum accounts would not meet the needs of 
the Federal Power Commission in connection with Arkan¬ 
sas Power & Light Company? 

A. I was confining my statement purely to the System 
of Accounts which is what this proceeding grows out of. 

I was not attempting to expand it, if that answers 
4290 your question. In other words, I was trying to stay 
within what I understood to be the issue of the 
original cost studies which grow out of the requirements 
of the Uniform System of Accounts. 

Q. If you look at that question, you will see my difficulty, 
Mr. Rainwater, and that is the reason why I am asking 
you these questions and the only reason that I am pursuing 
it is that I want this record to be plain, that you have not 
stated and do not now state whether or not memorandum 
accounts would satisfy the needs—and I quote the word 
“needs”—of the Federal Power Commission? 

A. I understood the question as confining it to the Uni¬ 
form System of Accounts and I, likewise, confine my 
answer to it. I wasn’t attempting to broaden it to all 
other regulatory needs as to what the Commission’s needs 
were generally. 

Q. Have you made any study or effort to ascertain 
whether a set of memorandum accounts would satisfy the 
requirements of the Arkansas Public Service Commission’s 
System of Accounts? 

A. No, I haven’t made any study along that line. 

Q. Do you have any opinion on the matter, Mr. Rain¬ 
water? I think you are familiar with the Arkansas Sys¬ 
tem. 

A. Yes, I am familiar. I haven’t really made a complete 
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study of the Arkansas System of Accounts. I have made 
some review of it and I understand it has a good many 
features which are very similar. In fact, in many places 
it is practically verbatim, the same as the Federal Power 
System of Accounts. 

4291 Q. The two systems are substantially similar, 
aren’t they? 

A. Yes, they are very similar. I wouldn’t say they are 
similar in all respects, but they are similar, certainly, in 
many respects. 

Q. Then, upon your knowledge of the Arkansas System, 
are you prepared to offer any opinion as to whether a 
memorandum set of records would meet its requirements? 

• •••••• 

The Witness: I don’t feel that I really have a 

4292 considered opinion on it, for this reason: I haven’t 
reviewed all of the proceedings which led to the 

adoption of the System of Accounts for the Arkansas Com¬ 
mission. I am not familiar with it. I am not familiar 
enough with the history of it, as to proceedings before them 
and what led up to the adoption of the System of Accounts 
and the System of Accounts together, to feel that I should 
express an opinion on it. 

Q. What has the history of it got to do with the provi¬ 
sions? 

A. In the case of the Federal Power Commission Sys¬ 
tem of Accounts there is quite a history that I think has 
quite a bit to do with the need for accounting regulation 
and the need for a comprehensive regulation over the Sys¬ 
tem of Accounts of electric utilities in the United States. 
I am thoroughly convinced that so far as the Federal Power 
Commission’s System of Accounts and the events leading 
up to it, that it was contemplated that there would be com¬ 
prehensive accounting recognition and the System of Ac¬ 
counts, as drafted, undertakes to supply that. 

Q. The Uniform System, as formulated, does provide 
a comprehensive regulation—the word I believe you used— 
of the Company’s accounts? 

A. Yes. 
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4294 Q. Mr. Rainwater, I believe yon have said previ¬ 
ously that in your opinion the disposition of the 

amounts in 100.5, that is, the proper disposition depends 
upon the nature and origin of the amounts included in that 
account. Is that true? 

A. Yes, sir. 

Q. And the nature and origin of the amounts, in turn, 
depend upon the facts and circumstances in each case, do 
they not? 

A. In the case of each acquisition? 

Q. Yes, sir, or in the case of each amount in 100.5, how¬ 
ever it arose. 

A. Yes, that is what I meant. 

4295 Q. In other words, you would have to go to the 
facts? 

A. Yes, sir. 

Q. To determine the nature and origin? 

A. Yes, sir. 

Q. And some amounts differ substantially from other 
amounts as to nature and origin, do they not? From your 
experience have you found that to be true? 

A. Now you are referring to the individual items of 
acquisitions here in this case? 

Q. No, sir. 

A. I think they are all very similar, if that is what you 
are referring to. Is it? 

Q. No. Generally, Mr. Rainwater. 

A. I would say, of course, that if you go to the nature 
and origin of an item, you are dealing with that particular 
item, if that is what you have in mind. 

Q. It depends upon the particular facts? 

A. Yes. 

Q. And those facts differ, of course? 

A. That may be. 

Q. I notice on Transcript 3524, in answer to Question 
34, you speak of a hundred and twenty-five companies rela¬ 
tive to disposition of Account 100.5 amounts. You talk 
about the prevailing practice to amortize Account 100.5 
over a period not to exceed fifteen years. Have you 

4296 made a factual study of the nature and origin of 
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the amounts in 100.5 in those hundred and twenty-five 
companies ? 

A. No, I don’t think we have in the sense that I under¬ 
stand your question implies, such as we have done in this 
case. There may have been, in some of those cases, a 
study made. I don’t think, as a general proposition, based 
on the information that we had as a result of the field 
examination, and our discussions with the company officials 
and all of the data that they may have filed in connection 
with their original cost studies—I think that we reached 
the conclusion that the amounts in Account 100.5 were 
generally in the nature of an intangible. Now, there may 
have been in some instances some small amounts which 
might have been considered of a tangible nature, but 
generally I believe that the studies that we made, which 
were incidental to the examination, indicated that the 100.5 
items were intangible in nature. 

Q. Of course, the only factual study you made was in 
a few of the cases to determine whether or not the amount 
in 100.5 was an intangible? 

• •••••• 

4297 The Witness: I will express it this way. In our 
examinations, we first endeavored to find out whether 
they were 100.5 amounts. And incidental to the examina¬ 
tion we gathered together all the information which could 
be readily obtained concerning the acquisitions. When 
the examination was completed, a staff report was issued. 
The company was usually requested to submit a plan for 
disposition. This plan was discussed with the company 
people. 

We didn’t attempt, in any of those discussions, to try 
to pin down definitely as to any of these amounts, except 
here and there—I mean, speaking generally now, to try to 
determine whether there were exact amounts to be at¬ 
tributed to competition or purchase of territory, purchase 
of franchises, or anything of that sort, certainly in the way 
of amounts, but we were conscious of all of those things. * 

Q. Yes, sir. 
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A. And I think that in the discussion with the company 
people it was pretty well generally recognized that the 
amounts we were dealing with were in the general nature 
of intangibles. 

Q. Were in the what? 

A. General nature of intangibles. 

Q. Yes, sir. 

4298 A. There may here and there, in respect to some 
particular acquisition, be some amounts which, on 

the basis of their showing at least, relate to structural 
value. But I have not seen any cf these showings—any 
substantial amounts that I would feel I could accept as be¬ 
ing structural value. Therefore, we took the dispositions 
by and large. I believe the company people, in our dis¬ 
cussion with them- 

Q. Treated them as intangibles? 

A. Treated them as intangibles, Yes, sir, and I believe 
in some cases even the company people have called them 
intangibles. 

Q. But you made no factual study of any of these com¬ 
panies to determine the nature and origin of the various 
amounts which aggregate the amount included in 100.5? 

• •••••• 

4299 The Witness: I think, if I understand what you 
have in mind, it is a factual study to try to deter¬ 
mine these various elements of competition, purchase of 
territory, franchises, and so forth, that I have referred to 
here. But I did point out that in our review of these various 
acquisitions, naturally these types of intangibles would 
appear, but we didn’t attempt to go into it with the refine¬ 
ments or probably the degree of study to try to isolate 
these items and show what the items were, as we perhaps 
have done in this case. 

Q. Can you name any one of those companies where you 
made any study at all for that purpose, Mr. Rainwater? 

A. Oh, in all of the companies we have looked, as we 
went along, for anything that would indicate what the 
nature of the intangible was. Of course we took up any¬ 
thing that we found along that line. 

Q. Does that same series of questions and answers apply 
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to the fifty-three companies you mentioned further on down 
in the answer, on page 3524 of the transcript, and also the 
eighty-five companies in the second line below the refer- 
’ ence to the fifty-three companies? 

4300 A. Well, to try to give you the relationship of 
those—the total of those hundred and thirty-eight 

companies—I think in all but about a dozen—probably 
in the neighborhood of a dozen companies—I had some 
part in the discussions with company officials. There are 
a few where I did not. And I was attempting to distinguish 
between them in that way. 

I think I might add, to clarify your question a little bit, 
that in all of these, as we went along, I think there was 
sufficient of a study made to satisfy us that the excesses 
were in the general nature of intangibles, by and large. 
Now, if that will clarify it any for you- 

Q. Let me see if I understand that, Mr. Rainwater. As 
I understand it, the amount that might be included in 100.5 
—conceivably it might have some amount in it that would 
represent physical property as distinct from intangible 
property? 

A. It might have, yes, sir. 

Q. An example of that would be enhanced structural 
value, if such exists? 

A. Yes, sir. 

Q. And you made, you say, as you went along, enough 
of a studv to satisfv vou as to whether the amount in 100.5 

m m * 

was an intangible or whether it included any physical ele¬ 
ment, is that true? 

4301 A. Generally? 

Q. Yes, sir. 

A. Now, there is a question there of a degree of refine¬ 
ment, which I was trying to point out to you. I certainly 
wouldn’t want to be in a position to say that we made a 
complete study all the way along the line and said “There 
is not one dollar in here that is applicable to any structural 
value”. But we did consider the facts as they were de¬ 
veloped. 

Q. But none of your studies went beyond that point? 

A. I don’t understand now what you mean by “that 
point”. 
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Q. Well, your factual study of the nature and origin 
of the amounts in 100.5 didn’t go beyond the point of deter¬ 
mining whether or not any of the amount in the account 
included physical as well as intangible assets? 

A. It went to the point of showing the general nature 
of the excess, but not to the point of attempting to isolate 
out and determine that there wasn’t one dollar or any 
substantial amount in the total as being definitely attribut¬ 
able to structural value. I think we were satisfied that 
thev were not substantial amounts. 

Q. The only study you made and the one we are talking 
about is that you satisfied yourself by way of a study which 
you deemed sufficient to be accurate, that none of the 

4302 amount in the account was attributable to enhance 
structural value ? 

A. Well, now, I think you changed what I said. 

Q. Excuse me. 

A. I said none of the amount. 

Q. Well, practically none. 

A. We tried to ascertain that that was substantial. 

Q. I accept that, that your study went to the point of 
determining whether any substantial amount was enhanced 
structural value, and therefore attributable to physical 
property. Do I correctly state it? 

A. Yes, I think that is right. 

I might point out also, Mr. Young, and this might help 
a little, that I believe all of these hundred and twenty-five 
companies which I mentioned were all—well, I don’t believe 
any of them involved a hearing. 

Q. Mr. Rainwater, you are apparently familiar with 
the history of the Arkansas Power and Light Company, 
are you not? 

A. Yes, sir. 

Q. The fact is you have made a study of it from its 
beginning in 1926, acquisition by acquisition, up until 1936, 
have you not? 

A. Well, the staff has. 

Q. Yes, sir. 

A. I have looked at the principal acquisitions. 

4303 Q. That is, the staff made a study of it under 
your supervision? 
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A. Yes. 

Q. From your knowledge of the history of the company, 
and your study made for the purposes of this case, would 
you not say that when Couch and Mitchell joined forces 
in 1925, for the purpose of forming the Arkansas Power 
and Light Company, that they visualized the creation of a 
large inter-connected electric system in Arkansas? 

A. I think they might have, yes, sir. 

Q. Is it not true also that it would appear from your 
study that they had in mind at that time the acquisition of 
numerous isolated electric properties, and integrating and 
interconnecting them into one large system? 

• •••••• 

4304 The Witness: Well, I think the fact that each group 

4305 was buying properties and interconnecting them 
would indicate that they had in mind forming this 

—as far as they could—one integrated system; and after 
Mr. Mitchell bought Mr. Couch out, the plan was at that 
time to get as many of these isolated properties as they 
could in that area and join them together in one large 
system. 

I would suppose that was the plan, as borne out by the 
fact that they did it. Now, that is all I can assume, Mr. 
Young. 

Q. That was my next question, Mr. Rainwater. In fact 
they did soon after that acquire a considerable number of 
isolated electric properties in Arkansas, did they not? 

A. Yes, sir. 

Q. Now, isn’t it true that a very considerable part of 
the amount in 100.5 arose on account of the acquisition of 
such isolated electric systems? 

• •••••• 

4306 The Witness: If I understand your question, in con¬ 
nection with the acquisition of the isolated electric 

systems, you are asking me as to what part of that applies 
to this element? 
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Q. I am not talking about any element. I am just 

4307 asking you this: Isn’t it true that a substantial 
part of the amount which rests in 100.5 on our 

books, arose on account of and in the course of the ac¬ 
quisition of these isolated electric systems? 

A. I see now what you mean. 

Q. I am not asking you for any reason, or anything else. 
A. Yes. A substantial amount arose in the first instance, 
when the isolated properties were acquired. I am speak¬ 
ing now of 100.5. Probably the largest one—and I men¬ 
tioned that in my testimony—was the Wilson acquisition, 
which is a million dollars, roughly. 

• •••••* 

4308 Q. I will ask you, Mr. Rainwater, Isn’t it true that 
of that four or five million dollars you have not 

been able to, or felt called upon to, assign as much as one 
dollar of it to the cost of that integration? 

A. No, but I haven’t seen where the purchaser assigned 
any amounts either at the time that he purchased the prop¬ 
erties. 

If I may, I would like to refer you to Mr. Moses’ testi¬ 
mony, Record 92, where they asked him what were the 
principal factors- 

Q. I did not ask you for an explanation, although you 
may give it. I just asked you if you were able to 

4309 assign as much as one dollar to the cost of that 
integration in your study. 

A. I haven’t seen any data whereby I could assign it. 
Q. And your answer, Mr. Rainwater, is that you have 
not been able to do so? 

A. I have not done so, and have not been able to do 
so, no, sir. 

• •••••• 

Q. Mr. Rainwater, I think I have concluded now, except 
for a very few general questions, the first of which is, 
Is it not true that the general concept in accounting is 
that the enterprise has an indefinite life? 

A. Why, I- 
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Q. General concept? 

A. I think that is true, yes, sir. 

Q. And is it not also true that depreciation—age-life 
estimate of depreciable property—is not adjusted by or 
affected by any assumption as to a lessor life of the enter¬ 
prise—that is lesser life than the estimated average life? 
A. No, it is on the basis of depreciation estimates 

4310 —I mean depreciation estimates are on the basis 
of how long you expect the property to last, and 

without going into the calculation of how long the enter¬ 
prise is going to last, as a general rule; there might be a 
special situation. 

Q. You might have an exception? 

A. There might be exceptions, yes. 

Q. Now, if in the absence of an adverse effect on in¬ 
terested parties, either of two alternative treatments is 
considered to be in conformity with generally accepted 
principles of accounting, would you say that each of such 
alternatives continues to be so acceptable if it is further 
made to appear that one of them will materially and 
adverselv affect the interests of the owners or the bene- 
ficial owners of an enterprise? 

A. As I understand vour proposition, you have two 
methods, and you can do one or the other. 

Q. Ordinarily they are equally acceptable, shall we say? 
A. They are equally acceptable. 

Q. But I interject a new point in this particular case, 
Mr. Rainwater, that one of those alternatives will mate¬ 
rially affect the interest adversely of the enterprise or the 
owner of the enterprise. Is it still true that each of those 
alternatives is accepted by or in conformity with generally 
accepted principles of accounting? 

4311 A. Well, if it is a matter of a choice between the 
two methods, both methods being acceptable, I think 

it would naturally follow that, if both were acceptable- 

Q. Even though in a particular case one of the alterna¬ 
tives would have such adverse effect, they would still be 
equally acceptable from an accounting standpoint? 

A. Doesn’t your assumption start with the proposition 
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that we have two methods, and both are equally acceptable? 

Q. Without that additional factor, yes. 

A. But that if you applied one it would affect- 

Q. In the particular case we are dealing with we find 
that the application of one of those alternatives would 
materially adversely affect the interest of the enterprise 
or its owner. 

The Witness: Well, if I understand what your analogy 
is, to amortization of intangibles—if that is what your 
analogy is—why then I would disagree with your assump¬ 
tion. 

4312 Q. Let’s ignore any analogy and just relate it to 
general accounting principles. 

A. You are speaking now from the standpoint of the com¬ 
pany accountant? 

Q. No, I am speaking of an independent accountant. I am 
speaking of an independent accountant. 

• •••••• 

4313 Q. Mr. Rainwater, is it not susceptible to an answer 
from an accounting viewpoint? 

A. I think I can answer it on the basis that if they are 
both acceptable, then it couldn’t violate any accounting 
principle if you chose either one or the other of them; 
and if the one affects adversely the interest of the stock¬ 
holders, why I think there wouldn’t be anything wrong in 
selecting the one that didn’t affect the stockholders, pro¬ 
viding, of course, in the first instance that it is good ac¬ 
counting and that it doesn’t violate any principles. 

Q. In your opinion, the introduction of that one addi¬ 
tional element, about the adverse effect, does not render 
that other—does not make that other alternative not in 
accordance with generally accepted principles of account¬ 
ing? 

• •••••• 

The Witness: From the standpoint of accounting as 
such, even though the effect of the particular accounting 
treatment might be adverse in its effect on the stockholders, 
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as, for example, depreciation—if you set up adequate de¬ 
preciation it might—at least on the face of it—adversely 
affect the stockholders in the sense that they might 
4314 not be able to pay dividends, but actually it wouldn’t 
affect the stockholders. 

Xow, I don’t think you are thinking of anything like 
that. I think you are thinking of something that is an 
accounting treatment, where either method that you apply 
is equally good. 

Q. In the ordinary situation either principle would be 
equally acceptable and in conformity with generally ac¬ 
cepted principles of accounting, but in this particular case 
one of those alternatives, if adopted, would be of substantial 
injury to the enterprise or its owner. Xow, will that addi¬ 
tional factor—that one additional factor—cause it to be 
unacceptable or not in accordance with sound principles 
of accounting? 

A. Xo, I don’t think it would. 

Q. All right. 

• •••••• 


4594 Redirect examination. 

By Mr. Wahrenbrock: 

Q. You are the Mr. R. C. Rainwater who has testified 
previously in this proceeding? 

A. Yes. 

Q. At page 4305 to 4307, and particularly on page 4307 
of the transcript, you were asked whether a substantial 
amount in account 100.5 arose when isolated properties were 
acquired. 

In reviewing your answer thereto, do you believe any 
corrections or clarification is necessary? 

A. Yes. In discussing the isolated properties, I men¬ 
tioned the Wilson acquisition which involved about one mil¬ 
lion dollars classified in account 100.5. In making such ref¬ 
erence I had forgotten at the moment that the Wilson 
property was being served at wholesale at the date of ac¬ 
quisition by Arkansas Power and Light Company and was 
therefore not an isolated property. Accordingly, the $1 
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million excess over original cost relating to this particular 
acquisition should not have been cited as relating to an 
isolated property. 

In regard to whether the total of the amount includible in 
account 100.5 related to isolated properties is substantial, 
I did not mean in answering the amount was substantial to 
imply that a major portion of the amount includible in 

4595 account 100.5 applies to isolated properties, because 
it is readily apparent that is not true. 

Of the total of $7,592,979.55 in account 100.5 as of 
January 1,1937, approximately 4M> million dollars relates to 
the Couch properties which were certainly not isolated 
properties. 

Q. Do you have any other corrections in your testimony? 

A. In reviewing the transcript of my testimony on cross 
examination, I noticed on page 4229, line 8, that in answer to 
a question as to whether I disagreed with the fact that a 
reduction in investment resulting from disposition of ac¬ 
count 100.5 might give rise to misleading inferences if 
subsequent earnings are compared with a reduced base, I 
inadvertently stated that I agreed with that as a general 
proposition. However, this does not reflect my considered 
opinion when a utility writes off or is disposing of intangibles 
in account 100.5. A comparison of the resulting net earnings 
as shown by the income statement with a reduced plant 
account, less depreciation, is not misleading. 

Q. In regard to your testimony, pages 4239 to 4257, re¬ 
lating to Exhibit 225, can the company ever get a return 
of its investment in intangibles except through allowance 
in its rates? 

Q. Can it ever get a return of that investment 

4596 through any accounting procedure or device alone? 

A. No. 

Q. Can any accounting requirement for amortization of 
intangibles alone take away from a company any money or 
other property? 

A. No. 

Q. Assuming that $3 million is a fair return as set forth 
in Exhibit 225, and assuming that amortization of $500,000 
is required to be recorded below the line of return, as 
shown in column B of that Exhibit, does that have the same 
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effect as reducing gross revenues from $20 million to 
$19,500,000! 

A. No. 

Q. Why not ? 

A. The amortization accounting process does not take 
any dollars of revenue away from the company. This proc¬ 
ess merely results in a gradual substitution of tangible 
assets for the recorded investment in intangibles. 

Q. What is the effect on the company’s common stock¬ 
holders of required amortization of intangibles where amor¬ 
tization is not allowed as an expense in fixing rates? 

A. The immediate effect of amortization of an intangi¬ 
ble where such amortization is not allowed as an expense in 
fixing rates is to reduce the earnings available for dividends, 
but amortization of the intangibles also results in 
4597 equivalent amounts of cash or other assets being 
added to the net assets of the company and thereby 
increasing the stockholders’ equity. 

It will be realized that any amortization of intangibles 
cannot adversely ultimately affect the common stockholder 
when the effect on the company of the retention in the busi¬ 
ness of additional cash and other assets is considered. 

Q. Questions were asked you about dual accounts, tran¬ 
script 4270 to 4276. State whether the situation regarding 
requirements of two commissions which you were there 
asked about is the same as you were discussing in your di¬ 
rect testimony. 

A. No. In the situation which Mr. Young asked me 
about the cross examination, one commission ordered the 
company not to amortize 100.5 and the other commission 
ordered them to amortize 100.5 and the company was re¬ 
quired to keep its books in conformity with the accounting 
requirements of both commissions. I understood the ques¬ 
tion to mean that the first commission had not merely or¬ 
dered some other accounting treatment in account 100.5, 
but had also prohibited any accounting amortization of that 
amount. That situation seemed to me to involve legal ques¬ 
tions that must be solved if only one set of general books 
of account can lawfully be kept. I said the company would 
have to decide which of the commissions it expected to obey, 
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if I were to be of service to the company as a consulting 
accountant. 

4598 In my direct testimony when I discussed dual ac¬ 
counts, I was thinking of a situation where one com¬ 
mission did not require amortization of account 100.5, but 
the other one did require amortization. I suggested the use 
of dual accounts as a reasonable approach to the difficult 
problem of reconciling varying requirements of two com¬ 
missions having accounting jurisdiction over the utility, 
where neither commission purported to prohibit compliance 
with the requirements of the other. 

Q. You stated at page 4224 of the transcript that you had 
no difficulty with Dr. Paton’s statement that the integrity 
of the investment should be maintained through the history 
of the corporation. 

How, in your opinion, can that be done? 

A. Integrity of capital can only be maintained by proper 
depreciation and amortization practices and refraining 
from paying dividends out of capital. Proper depreciation 
and amortization practices will result in the substitution 
of cash and other assets for tangibles and intangibles to 
which such accounting practices relate, and in such manner 
the integrity of the investment can be maintained. 

Q. You said at page 4225 of the transcript you had no 
difficulty with the statement that accounting can only rec¬ 
ord what has happened. Do you care to add to that state¬ 
ment in order to make your meaning clear? 

4599 A. Yes. Accounting can and must record what 
has happened, but it must also take into account 

what is going to happen in the future. Provision is prop¬ 
erly made by way of depreciation charges for future retire¬ 
ment of tangible properties, and, similarly, provision should 
be made for future expiration of the life of the intangible 
assets. 

Q. Have you, in connection with your testimony, a state¬ 
ment to be made with respect to the dollar amounts to which 
you there referred as a result of Mr. Cross 7 further studies 
as reflected in revised Exhibit 216? 

A. Yes, I have. 

Q. Will you do so? 
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A. I have endeavored to go through all of my direct 
testimony and pick up any use of amounts which relate in 
any way to Exhibit 216. 

In the answer to question 26, page 3515 of the record, 
the amounts with respect to account 100.5 and 107 should be 
corrected as follows: 

Account 100.5, $5,176,613.91; account 107, $1,070,586.13. 
This does not change the total; it merely corrects the classi¬ 
fication between the two accounts. 

In the answer to question 27, at the foot of page 3515, 
the amount $1,940,086.96 on line 20 should be changed to 
$1,070,586.13. This is the amount referring to account 107, 
total. 

4600 The amount appearing on line 23, page 3515, of 
$1,903,126.96 should be changed to $1,033,626.13. 

The amount on line 9, page 3516, of $1,661,880.30 should 
be changed to $2,531,381.13. 

The amount on line 10 of $1,903,126.96 should be changed 
to $1,033,626.13. 

Page 3517, both in the question and answer, No. 29, the 
amount $4,307,113.08 should be changed to $5,176,613.91. 

In the answer to question 30, appearing on page 3518, 
line 3, the amount $4,307,113.08 should be changed to $5,176,- 
613.91. 

Still in the same answer, No. 30, page 3522, line 4, the 
amount of $4,307,113.08 should be changed to $5,176,613.91. 

• •••••• 

A. In the answer to 42, page 3539, and also in the ques¬ 
tion to 42, page 3539, the $1,940,086.96 should be changed 
to $1,070,586.13. That appears on lines 8 and 11. 

On line 13, still on page 3539, the amount $1,903,126.96 
should be $1,033,626.13. 

Likewise, line 19, page 3539, the amount of $1,903,- 

4601 126.96 should be changed to $1,033,626.13. 

I believe that covers all the corrections we have 
noted from a review of my direct testimony and I have also 
very hurriedly run through my cross examination, and I 
have not picked up any places where there is the use of a 
definite amount. I don’t believe that there is any other in 
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the cross examination. I haven’t gotten through it; I 
haven’t noted it. 

• ••••• t 

Recross examination. 

By Mr. Young: 

Q. Mr. Rainwater, I am going to proceed with 

4602 some recross examination and I may have to do so 
rather awkwardly because I have not had a chance 

to assemble mv notes. 

First let me see if I understand this correctly: Several 
times during your cross examination I referred to a figure 
of $4 million, or approximately $4 million, as being the 
amount we were discussing in 100.5. My understanding 
now is that wherever that $4 million figure is mentioned on 
your cross examination as relating to 100.5, the proper 
figure now in every such answer is approximately $5 mil¬ 
lion? 

A. $5,176,613.91 is the total of 100.5, assuming we are 
talking about the total of the account. 

Q. When we round off the other figure to $4 million, the 
comparable rounded off figure would be $5 million? 

A. Yes, sir, that is right. 

Q. Would all your answers to such questions be the same, 
considering this additional million dollars now stated by 
you to be in 100.5? 

Mr. Wahrenbrock: This is not for the purpose of causing 
you any difficulty. That isn’t my purpose. I think your 
question is all right, but the witness has on redirect exami¬ 
nation changed, clarified and added to some of his answers. 
You are not asking him now to take back that, are you? 

Mr. Young: No. 

Mr. Rainwater doesn’t understand that, do you? 

4603 The Witness: No, sir. I understand that what you 
are referring to, if I do understand it, is that where 

you are referring to the round figure of the total amount in 
the account, that it should be stated on the basis of the cor¬ 
rect amount. Now, I think it is also possible in some in- 







1680 


stances we might have talked about the amount of Arkansas 
Central which is affected by that and that, likewise, would 
be corrected to take into consideration this change. 

Q. But the substance of your answers, omitting changes 
in figures, would not be affected in any way? 

A. No, I don’t believe so. I don’t believe it could be be¬ 
cause you will recall that I was not attempting in my dis¬ 
cussion, except with respect to Arkansas Central to fix any 
amounts of that particular acquisition other than the 
amounts as of January 1, 1937, and I believe in respect 
to Arkansas Central that the amount as of January 1,1937 
would not even be affected by this. It is the remaining 
amount that would be affected. 

Q. I am really not concerned with Arkansas Central; I 
am concerned only with 100.5. 

A. Yes. I was just trying to explain why this change 
would not in any way affect it. 

Q. In your answers on cross examination, and in your 
direct, also, I believe you had three elements which, 
4604 in your opinion—franchise rights, territorial rights 
—and what was the other, Mr. Rainwater? 

A. Franchise, territorial rights, and I also referred to 
tying properties together. 

Q. And those three elements, in your opinion, added up 
to approximately the $4 million figure in 100.5? 

A. I think that isn’t quite right for this reason: You see, 
again, Mr. Young, we are dealing with amounts in the first 
instance that arose as of the date of acquisition. None of 
these corrections, as I understand them, in any wav affect 
those amounts at the date of acquisition, but only as to 
carrying it through to the remaining amount as of 1947. 
When I spoke of these various elements I was thinking of 
what was incurred in the way of purchase cost at the time 
of acquisition. That is what I said the nature of the amounts 
depended upon—upon what they were buying. 

Q. I think I understand that, and I think also you charac¬ 
terized that $4 million-odd figure in 100.5 in your direct 
testimony as being related to those three elements, are com¬ 
posed of them. 

A. I don’t believe I made that comparison because I was 
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dealing with the amounts that were incurred at date of 
acquisition. I don’t think I meant that. 

Q. See if I am correct in this: Assuming this increase of 
$1,000,000—$4 million to $5 million—does not change 

4605 your characterization of those three elements which 
characterize the nature of the respective amounts 

which now make up the $5 million total in 100.5. 

4606 The Witness: It could not change. I am dealing 
with amounts that were in the original acquisition 

at purchase date. Whatever those amounts were are af¬ 
fected by whatever disposition was made. 

Q. In 1925, in addition to the numerous small, isolated 
systems within the State of Arkansas and within the present 
territory of the respondent, is it not true that there were 
three larger systems within that same territory which were 
not interconnected or integrated, and I refer particularly 
to the Couch properties, the Arkansas Central properties, 
and the East Arkansas Properties. 

• •••«•• 

The Witness: I don’t believe I have anything with me 
here that I could determine with regard to East Arkansas 
as to whether it was in any way tied up; that is, whether 
there was a physical tie in between East Arkansas and 
either the Couch group of the Arkansas Central as of 1925. 

4607 Q. I am speaking now of prior to March or April, 
1925. 

A. Yes. As I say, I do not have anything from which 
I could tell you definitely as to whether they were or were 
not right at that moment interconnected, and it is my under¬ 
standing, and I certainly inferred that was the question 
you were asking me on cross examination, that when we 
were talking about the isolated systems, we were not talk¬ 
ing about any large companies that were already integrated 
or tied together between themselves, as I have used the 
term, and both the Couch and Arkansas Central groups, 
as I understand it, did have their properties pretty well 
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tied and I believe, also, that there was a tie-in between 
Couch and Arkansas Central properties as of 1925. At 
least, it is my information that the two groups were tied 
up together. 

Q. And you answered on that assumption? 

A. I think I have seen some maps showing there was a 
physical connection between the two groups of properties. 

Q. Prior to the purchase of the Couch properties by the 
Mitchell group? 

A. Yes, I think I have seen maps which showed that 
they were, one or the other, buying powder from each other. 
I do not have any map here which I could point out to you 
but I think I have seen that. When I was speaking of iso¬ 
lated properties, I was certainly not thinking of 

4608 either of those as isolated groups. 

Q. If we can, let us separate ourselves from what 
we were talking about on cross examination and come to 
it afresh and anew at this time. 

Now, East Arkansas properties were a group of towns 
in the extreme eastern part of the state just across the 
river from Memphis, is that not correct? 

A. Yes. They are pretty well up in the state. 

Q. As far as you know, there was not- 

A. (Interposing) Did you say west of Memphis? 

Q. Yes. 

A. Yes, west of Memphis; that is right. 

Q. Just across the river. 

A. That is right. 

Q. As far as you know, there was no physical inter¬ 
connection or integration of those properties with either 
Arkansas Central or the Couch properties? 

A. No, so far as I know there was not. I have nothing 
that I could state definitely but I don’t think there was. 

Q. And prior to this sale from Couch to Mitchell, Ar¬ 
kansas Central and the Couch properties were owned by 
diverse and, in fact, I think you said, competing groups. 
Is that not true? 

A. Referring now to Arkansas Central and Couch? 

Q. Yes. 

4609 A. Yes, that is my understanding. 
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Q. You mean that the Couch properties had some degree 
of interconnection within the properties owned by the 
Couch group. Isn’t that what you mean by that? 

A. Yes. 

Q. And you mean that Arkansas Central had some inter¬ 
connection with the properties it owned, also? 

A. I would have to consult the map on that. 

Q. Would you agree that when Electric paid this 4 
million of the $7,592,979.55, which you referred to in one 
of your answers this afternoon, that it was in the con¬ 
templation of the parties at that time that these 

4610 three groups, East Arkansas, Arkansas Central, and 
Couch properties, would be interconnected and inte¬ 
grated with each other ? 

A. I think I stated on my examination before in answer 
to the question that you asked me if it was in the minds 
of these two groups that they would tie these together, and 
I tried to follow your question and go along with you on 
that. 

Of course, I cannot definitely determine what was in the 
mind of either of those groups, but I did think that con¬ 
sidering all the circumstances of the way they were putting 
the properties together that what you said was a reasonable 
assumption and I will still stand on that. 

Q. Within a very short time after the purchase they 
did so interconnect and integrate these three bigger prop¬ 
erties that we have been discussing; that is, Arkansas 
Central, Arkansas Light and Power, and East Arkansas? 

A. It is my understanding it did, but as to exactly what 
the time element is, I don’t recall that definitely as to how 
quickly that was done. 

Q. Your recollection was- 

A. (Interposing) I believe it was within a reasonable 
time, but I would have to check as to dates. 

Q. Thus, and this may be slightly repetitive, at that 
time it was contemplated that in addition to building 

4611 a large, interconnected, integrated system in Ar¬ 
kansas which would include these numerous very 

small isolated properties, it was also planned and intended 
to interconnect these three larger companies ? 
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A. I have been advised that that was what was the plan. 

Q. Now, in your answer to the second question, I believe 
it was the second one, Mr. Rainwater, at any rate where 
you were referring to page 429, line 8 of the transcript- 

Presiding Examiner: (Interposing) Page 42—? 

The Witness: 4229, line 8. 

Q. (Continuing)—you now say that, on cross examina¬ 
tion, you inadvertently stated that you agreed as a general 
proposition that a reduction in investment resulting from 
the disposition of account 100.5 might give rise to mislead¬ 
ing inferences in subsequent earnings as compared with 
a reduced base. 

Do I understand now from your use of the word “inad¬ 
vertently” you now state that you do not agree with that 
statement as a general proposition? 

A. Yes. When I read over my transcript, and saw that 
answer, I thought at first, or my first reaction was that 
the Reporter had copied my answer incorrectly, but I 
consulted with my staff associates who were present and 
I was advised that I answered in that way. Now, 
4612 that certainly does not agree with my view and I 
felt I should correct it. 

Q. In other words, where line 8 says, on page 4429, 
“I would agree to that as a general proposition”, upon 
reconsideration you believe that it more accurately ex¬ 
presses your views to say that, “I would not agree to that 
as a general proposition”? 

A. Yes. 

Q. I am taking up your questions in order on redirect 
just as I did on cross examination. 

Coming to your next question and answer, you say, refer¬ 
ring to your testimony on pages 4239-4257, relating to Ex¬ 
hibit 225: ‘ 4 The company cannot ever get back the return 
of its investment in intangibles except through allowance 
in its rates.” 

A. I thought in my testimony there that I indicated that 
the important thing is the figure at the top of the page 
and that is the revenues, whatever is allowed, that is the 
most that it can get after all expenses and depreciation, 
amortization and whatever else is chargeable against it- 
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Q. (Interposing) To put it rather crudely, if you don’t 
pour it in at the top it cannot come out at the bottom. 
Is that right ? 

A. Yes, that is one way of speaking of it; yes, sir. 

Q. I am interested particularly in your reference to 
investment in intangibles, that the company cannot 

4613 get a return of its investment in intangibles except 
through allowance in its rates. Is that not also 

equally true as to the company’s investment in tangibles? 
A. Yes, it is. 

Q. In other words, there is no distinction between tan¬ 
gible and intangible property in reference to that answer? 

A. I didn’t mention it because you threw in amortization 
and 100.5 into your illustration. 

Q. If we just substituted the word “property”, both 
tangible and intangible, in your answer on redirect, your 
answer would still be the same? 

A. That is right. 

Q. And in your next question and answer, you say that 
the company can never get a return of that investment, 
referring to intangible, through any accounting procedure 
or device alone, that is equally true of tangible property, 
also, is it not? 

A. Yes. I assume there we are talking again of a utility 
and its rates are fixed by regulatory commissions. 

Q. As far as these two questions and answers are con¬ 
cerned, there is no difference between tangible and intan¬ 
gible property? 

A. No. The allowance of the return must come to the 
amount which is allowed by the regulatory commission, 
whether it is tangible or intangible. 

4614 Q. And you meant to imply no distinction between 
the two ? 

A. I was confining my answer to intangibles because that 
is what you gave me in the illustration. 

Q. Now, vour next three questions and answers, Mr. Rain¬ 
water, refer generally to the same point, I think. 

A. Yes. 

Q. And that is that you say that “an accounting require¬ 
ment for amortization of intangibles alone cannot take away 
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from a company any money or other property and that it 
does not take any dollars of revenue away from the com¬ 
pany.’’ 

I think that is summarizing, maybe roughly or crudely, 
those- 

Q. (Interposing) Accounting as such. 

Q. That is what you are talking about. 

A. That is right. 

Q. Does that mean that in your opinion that no harmful 
effects can result to a company from an accounting require¬ 
ment for amortization of intangibles, or did you mean to 
imply that? 

Is my question too vague, Mr. Rainwater? 

A. I think you are referring to the harmful effect from 
whatever cause; is that it? 

Q. That is exactly what I mean. You make the statement 
it would not take any money from us. 

4615 An accounting requirement—I want to know if it 
could not possibly do so. I am asking you whether 
an accounting requirement, whether you also mean to say 
an accounting requirement for amortization of intangibles 
could not possibly do the company any harm from any 
source or reason. 

A. Not in itself. Now you are getting into the field of 
regulation. That may be. I am sticking to accounting here. 

Q. I am trying to stay with the same field you were in 
when you made that answer. 

A. That is what I am talking about. 

Q. And any harmful effects to come from whatever rea¬ 
son or source would be caused by such accounting regula¬ 
tion ? 

A. I think I would put it in terms of the common stock¬ 
holder. That is what you were in in the illustration you 
were talking to me about. In the question I was trying to 
relate it in terms of what would be left over in the way Of 
return which might be available for the common stock¬ 
holders in the form of dividends. 

Q. I don’t think you were talking about common stock¬ 
holders in those three questions. I think you are jumping 
ahead to the fourth question. See if that is not true. These 
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particular questions and answers, these three, have no re¬ 
lation to the common stockholders. 

A. Yes, you are right. The three questions we have 

4616 been dealing with relate- 

Q. (Interposing) To the company alone? 

A. That is right, yes. 

Q. Let us assume company “ A” with a net income of $3 
million and that it declares dividends of 2Ms million, leaving 
a balance of $500,000, which it takes to surplus, and that 
continues for ten years. I assume that the simple arith¬ 
metical calculation is that its assets have been increased bv 
$5 million, assuming, or disregarding any plant additions, 
or retirements during that time. Is that not true? 

A. That is right. 

Q. Surplus has been increased by $5 million, which re¬ 
flects a net increase of $5 million in the corporation’s assets. 

A. On the basis of your assumptions, yes. 

Q. Let us take company “B” with the same income, 
$3 million- 

A. That’s net income? 

Q. Yes. 

A. Before dividends? 

Q. That is right. Just like company “A.” 

We are going to impose on it an accounting regulation 
to amortize $500,000 a year, which leaves 2^ million which 
it paid out in dividends. 

If that happened for ten years would there be any in- 

4617 crease in the company’s assets? 

A. As I understand your proposition, you have net 
income of $3 million and you still declare the same amount 
of dividends as in the other illustration. Then you add to 
it an annual amortization of 100.5, $500,000, and what you 
are asking is if they do that, whether there will be any sur¬ 
plus accumulation during the ten years on that basis. 

Q. Increase assets of the corporation in that ten-year 
period. 

A. Now you are getting into something else when you talk 
about increase of assets. I thought we were talking about 
surplus. 

Q. Book assets. 
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A. Book assets? I think in my illustration I told you 
there would be an increase in assets because during that 
ten-year period there has been a reserve of $5 million set up 
and, as a result of that $5 million reserve, there has been 
ploughed into the business either in the form of new property 
or other assets $5 million, so you cannot say there has not 
been any new assets. That, of course, is not true. 

Q. I realize, Mr. Rainwater, in trying to talk about ac¬ 
counting here, I am very confused about it. But let me try 
again. 

'Will you agree that company “A,” the first corn- 

4618 pany I gave you, within ten years its net assets would 
have increased by $5 million? 

A. What you are talking about is because the account 
100.5 has been written off and there has been an increase— 
is that what you are thinking? 

Q. In company “A” there was no 100.5 being written 
off. In company “A” there was $3 million income; $2.5 
million dividend; $500,000 a year carried to surplus each 
year. At the end of ten years we had $5 million increase 
in your surplus. Isn’t it true that you had a net increase 
of assets, disregarding other factors, of $5 million for that 
ten-year period? 

A. That is right. That is company “A.” 

Q. Take company “B.” I think you are familiar with 
mv assumptions? 

A. Yes. 

Q. Is it true that in that ten-year period you have no in¬ 
crease in net assets? 

A. That is right, bookwise, but actually what you have, 
you have $5 million of new assets that have gone in through 
the retention in the accounts- 

Q. (Interposing) Where? 

A. I will tell you in just a minute. At the same time 
I will agree with you that on the basis of your reserve ac¬ 
counting, that your 100.5 has been wiped out, but that 

4619 is illustrated in some of the answers which I have 
gone into further, that what you now have is a sub¬ 
stitution of a different type of asset for your intangibles as 
a result of this accounting process and you now have pre- 
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sumably in the company that is expanding the way it is to¬ 
day, you have now $5 million more tangible assets. 

Q. But you still have no increase in net assets ? 

A. Book-wise, yes; I will agree with you. Book-wise, 
but you do have, looking at it froqi a value standpoint, 
whatever there is in your tangible, in your intangible you 
still have, and you also have $5 million of tangibles. 

4620 Q. Now let’s take a company that is a little smaller, 
and its total net income was $500,000, and accounting 

regulations require that it amortize $500,000 out of 100.5 
a year. Now, what is its net income? 

A. Well, under that illustration the amortization of 100.5 
results in no net income. 

Q. Zero net income? 

A. Yes. 

Q. Would you say that an accounting requirement that 
caused that kind of a statement to be issued would have no 
harmful effects upon a company? 

A. I not only think it wouldn’t be harmful; I think it 
would be very helpful to the company, because it puts the 
company in a financial position that they evidently were not 
in at the start. The fact they didn’t have enough income 
to do anything more than take care of amortization of 100.5 
would certainly indicate that they were in pretty bad finan¬ 
cial shape in the first instance. 

Now we have a company beginning to get more equity in 
the business because it has now, on your assumption, over 
ten years, it has five million in new assets. 

Q. I believe you added a further assumption. 

A. Didn’t you give me the same thing—the $500,000? 

Q. Are you assuming that my company was in bad finan¬ 
cial condition when I started? 

4621 A. Well, evidently the capital structure must have 
been in pretty bad shape if it wasn’t able to take care 

of any amortization in 100.5 and provide anything for the 
stockholders. 

Q. Well, we assume that maybe the accounting authority 
didn’t extend it—may not have extended it over a ten, 
twelve, or fifteen year period but required it all at one 
time. Would that mean any change to you? 
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A. Well, in this case if it did it all at one time, you are 
are now talking about a different situation. To use surplus 
as of one date, is that it ? 

Q. No, sir. 

A. Or net income within the one date? 

Q. I am talking about net income. 

A. There would be no harmful effect to that. 

Q. Well, what about the effect on its ability to borrow 
money? 

A. Well, it might be able to borrow money quite a bit 
easier if it went out and could show a balance sheet with no 
intangibles in it. 

Q. Mr. Rainwater, am I to imply from your answer that 
a Company which showed zero net earnings—that its credit 
and its ability to borrow money is as good as that of a com¬ 
pany that would show $500,000 in net income ? 

A. No, I don’t think that is a fair comparison. In 
4622 the one illustration that you gave me you asked me 
whether the $500,000 in itself would be harmful to it. 
Now you are trying to compare it with some other company 
which is obviously on an entirely different basis. 

Q. I am not trying to talk about the same company. I am 
asking you if a company whose net income is zero—if its 
ability to borrow money and its credit is not impaired in 
the first situation, compared to a company whose net income 
is $500,000? 


The Witness: I couldn’t answer that question. There are 
too many other factors in it that I would have to know in 
order to make a comparison. 

Q. Now, you say in the second series of three questions 
we are discussing, that on Exhibit 225, assuming the amor¬ 
tization of $500,000 is required to be recorded below the line 
of return—that situation would not have the effect of re¬ 
ducing the gross revenues from $20,000,000 to $19,500,000? 
A. No, it wouldn’t affect it. 

4623 Q. It is true, however, that it would reduce the 
gross income of the company by $500,000, would it 

not? 
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A. Gross income? 

Q. Yes, sir. 

A. No, I don’t think it would, because you are speak¬ 
ing about below the line return, and if you are referring 
to my assumption here- 

Q. If I say net income, what would your answer be? 

• ••#••• 

The Witness: Well, amortization by putting the $500,000 
in the income statement—obviously, your illustration would 
reduce the net income on that basis by $500,000, yes, sir. 

Q. And while you say such an accounting requirement 
would not take away cash, it does take away net income 
as reflected by the books—detracts from it? 

4624 A. Yes, it would reduce the net income. Yes. 

Q. Now we come to the common stockholders, and 
you say that the amortization of intangibles cannot ad¬ 
versely affect the common stockholder, is that a fair state¬ 
ment, Mr. Rainwater? 

A. I said it couldn’t ultimately. I mean taking the long 
range view of it, that’s right. 

Q. You mean it could not possibly do so? 

A. When you say possibly, I can’t foresee any harmful 
effect so far as the accounting alone on the common stock¬ 
holders, no, sir. 

Q. Now, in our company that we have required by ac¬ 
counting rules to amortize $500,000 a year in Account 
100.5, I think we have agreed that the amount available 
for dividends to the common stockholder has been reduced 
by that amount of $500,000? 

A. Yes. Is this another company or is it the same one? 
Which one are we talking about? 

Q. We are talking about the one now in Exhibit 225. 

A. All right. Yes. 

• •••••• 

4625 Q. Did he ever get that $500,000 which he has 
been forced to forego as a dividend? 

A. You mean can he? 
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Q. Yes, sir. 

A. Well, lie can. There are several ways in which he 
may possibly get it. 

Q. Yes? 

A. One way he may be able to get it is by holding on 
to the stock until the company is liquidated. The second 
way he may be able to get it is through a sale of the stock, 
which will give consideration to the assets of the company. 
Q. Yes, sir. 

A. He may also get it through earnings on the new 

4626 assets which have gone in to take the place of the 
intangibles we have talked about, so there are three 

ways he might be able to get it. 

Q. I believe we had better assume this company to be 
on a prudent investment rate basis. Now, the first of your 
ways he is going to get that money ultimately was to wait 
until it is liquidated, is that true? 

A. Yes. 

Q. And of course that might be quite some time? 

A. Yes, it might be. 

Q. In fact he might not live- 

A. You asked me if there are any ways, and I am trying 
to cover them. 

Q. In fact he might not live that long, isn’t that right? 
A. He might not. 

Q. All right. Let’s look at the second way. 

A. The second was the sale of his stock on such a basis 
that it will give consideration to the assets back of it. 

Q. But now, remember this, that this $500,000 which 
is contributed each year through an enforced program of 
amortization, is not reflected as any new asset on the books, 
is it? Anv additional or increased asset on the books? 

A. Well, the amount has actually gone into new 

4627 assets. That can be readily proven, because the 
funds have been retained in the business, and they 

have gone into new property or cash or some other type 
of asset. 

Q. And while this new asset you are talking about has 
gone in under this accounting rule and regulation, another 
asset of the same size came out, did it not? 
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A. That is right. 

Q. So there has been no net increase in the book posi¬ 
tion of the assets? 

A. Book-wise, that is right. 

Q. You mean that when he sold his stock he would then 
have to get more than the book value of the stock in order 
for him to get that dividend he has foregone! 

A. Yes, I am assuming that some consideration is going 
to be given now to the assets back of the stock. In other 
words, whatever value there was to the intangibles is 
still there, and he also has the value of the other assets 
that have been put in. 

Q. And if he can get that purchaser of his stock to see 
something that is not on the books and recognize its validity, 
he can get it then? 

A. Yes, and I think the purchaser, if he makes any 
investigation, will probably find that out. 

Q. But he would have to look behind the books to find 
it, wouldn’t he? 

4628 A. Quite possibly. 

Q. All right. Now, what is the third one that you 
mentioned ? 

A. As the money is flowing in in the form of new assets, 
new property is being created. 

Q. Yes. 

A. And, presumably, if there is expansion in the form 
of new property, the utility is going to earn on it. 

Q. He has already put in $500,000 when the company 
was formed. $500,000 in 100.5. Do you follow me there? 
This amount represents the cost. 

A. I am having a little trouble determining which item 
yon are talking about now. 

Q. We are dealing now with amounts in 100.5. We are 
amortizing them at the rate of $500,000 a year. 

A. Yes. We are back to the company in your Exhibit 
225. 

Q. That is right. And the stockholders put in $500,000 
in cold cash at the time of original acquisition, is that 
true? 

A. Yes, presumably so. 
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Q. Well, if they hadn’t, it wouldn’t be in 100.5, would 
it? 

A. No. I think that is a fair assumption. 

Q. Now, he is foregoing the dividend of $500,000 

4629 because of this amortization program, ten years 
later, shall we say, and does that not mean that you 

have forced the stockholder, the common stockholder, to 
leave in the business a part of his reasonable return, the 
effect of which is to make him make an additional contri¬ 
bution to capital? 

A. He has put additional amounts into the business? 
Q. In other words, in addition to the $500,000 that he 
put in first, this accounting requirement makes him put in 
$500,000 more each year, does it not, under our assump¬ 
tion ? 

A. Well, at least he doesn’t take out $500,000. That is 
the converse of it, I think. 

Q. And he’s got two items now of $500,000 in cold hard 
cash, remember, and only one of those items of $500,000 
shows on the books as an asset, is that not true? 

A. Well, now, the $500,000 in the illustration we are 
speaking about, is on the basis of the company following 
the direct asset write-down, disposing of the 100.5 by direct 
credit to the plant account. I think your statement would 
be right. 

Now, if they are using reserve accounting on a net basis, 
it would also be right, but not on a gross basis. 

Q. I confess I don’t know enough about accounting to 
follow that last answer. Does it change the implications of 
the preceding statement in any way, Mr. Rainwater? 

4630 A. Well, as I understood your proposition, it was 
that book-wise he has foregone the $500,000, but 

the net assets, book-wise, had not increased. 

Q. That is right. 

A. I think that’s right. 

Q. In other words he put in a million dollars in all, ten 
years apart, and he’s got credit on the books for $500,000? 
A. What was that? 
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The Witness: I don’t get the million von refer to. I’m 
lost. 

Q. The first $500,000 was put in at the time of the ac¬ 
quisition. 

A. It is $500,000 in all, is it? 

Q. Yes, sir. 

A. The total of 100.5 is $500,000? 

Q. Let’s simplify it and assume that is so. 

A. All right. If the $500,000 is in Account 100.5, 

4631 what is the amortization going to be? 

Q. $500,000. 

A. It is all going to be amortized in one year? 

Q. I don’t care about that. One year, ten years. Let’s 
take it cumulatively. 

A. All right. Over the ten years the $500,000 is going 
to be amortized? 

Q. Yes, sir. 

A. All right. Now, is there a question pending? 

Q. The question is if he has put in a million dollars— 
he has contributed that much to the capital of the corpora¬ 
tion over that ten-year period—and that as far as the books 
of the company show his only contribution has been this 
half million dollars. 

A. Well, he has left in $500,000. Of course, I have a 
little bit of trouble with that language, Mr. Young, because 
actually I don’t think you can quite say that because he did 
now withdraw it, that he actually put in $500,000. 

Q. You wouldn’t say so? 

A. The dividend does not belong to the stockholder until 
he receives it, so I have a little trouble with your compari¬ 
son. 

Q. Let me take you into a little wider field. But if 
we assume that I am entitled to a fair return on my invest¬ 
ment in a company, and we assume further that three 

4632 million dollars is a fair return, and we assume, 
Number 3, that in the absence of an accounting re¬ 
quirement that will restrict my views of that—that it is 
mine to declare as a dividend or put it in surplus or do 
anything else I want to—you mean that if you make me do 
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something else with that half million dollars that that 

is not taking it away from me? 

A. Well, you haven’t actually received it in the sense— 
you see, I am trying to distinguish between the stockholder 

and the corporation as such. 

Q. Yes, sir. You have forced me to leave that much 

money in the corporation? 

A. Yes. 

Q. When otherwise I could get it to spend, or throw away, 
or do anything I wanted to ? 

A. Yes, that’s right. 

Q. I hope I am not, in my rather crude use of terms, 
throwing any aspersions on you, Mr. Rainwater, but this 
is the only approach I can make to it. 

Now we will skip to your last question and answer on 
redirect. 

I am interested in your analogy between depreciation 
charges for tangible properties and amortization of in¬ 
tangible assets, and I believe you do draw such an analogy? 
A. Yes, I put them both together for this purpose, Mr. 
Young. 

4633 Q. What is the purpose or what is the concept of 
depreciation of tangible properties, Mr. Rainwater? 
That is, the charge you make for future retirement? 

A. The provision must be made for tangibles over the 
useful life of the tangible property. That is the concept of 
depreciation. 

Q. Yes. Now, assuming that a given tangible piece of 
property has an age life of ten years. 

A. Yes, sir. 

Q. Now assume that I make provision in depreciation 
allowance each year for 10 percent of the cost of that piece 
of tangible property. 

A. Yes, that is one method of doing it. 

Q. Does that represent that part of the cost as allocable 
to that year of life which has expired? 

A. Yes. 

Q. What I am getting at is this. When you make pro¬ 
vision for 10 percent of that tangible piece of property 
each year, you don’t do so because you think you may do 
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so in the future, but you make the allowance because in 
fact it has actually sustained that loss that year, is that 
not true, Mr. Rainwater? 

A. Well, in thinking of the future, I have taken into 
consideration its probable remaining life. 

Q. Its what? 

4634 A. Its probable remaining life. Its probable re¬ 
maining life. 

Q. Yes, sir. But your annual depreciation provision for 
that property is made on account of that you know it has 
sustained that loss during the year, isn’t that true? 

A. Well, by and large what happens is that depreciation 
is taken on the basis of the over-all probable life. Now, 
when you ask me as to whether any one year depreciation 
of that amount has been sustained, of course, that is a little 
different proposition. 

I don’t know whether you could definitely prove that or 
not. It carries the implication, of course, that it has lost 
equally throughout the period its proportionate life. 

Q. That is the common concept, is it, Mr. Rainwater? 

A. Well, that is the way it is handled, yes, sir. 

Q. You don’t assume that a piece of property wears out 
the last minute before it disintegrates; you assume it wears 
out gradually? 

A. More or less gradually, yes. 

Q. Do you assume in recommending that an amount of 
intangibles to be amortized annually—that that portion of 
the intangible asset has been wasted or lost during that 
accounting period that year? 

A. Well, you are assuming that in our situation here there 
is an over-all life of the intangibles and that they 

4635 do not exist in perpetuity; and you have to make some 
provision. 

Now, of course if you make provision for these intangibles 
in the first nineteen to twenty years that you had them, we 
wouldn’t have to write them off over its remaining life, 
if that is what you have in mind. 

• •••••• 

Q. In other words, if you recommend that we amortize 
our 100.5 at the rate, say of $500,000 a year, would you do 
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so on the assumption that it has lost that much in value in 
that particular year? 

A. Well, over the period you would have lost whatever 
period of life you assigned to the intangibles. You would 
lose, if you follow exactly the same concept as depreciation, 
its proportionate life. 

4636 Q. Yes, sir. 

A. If that answers your question. Now, I think 
what your difficulty—your problem—is, if we assume for 
illustration that you have a life of, say, thirty-three 
years- 

Q. That’s right. 

A. The question is whether something for that should 
not have been provided during the first eighteen years 
instead of putting all of it against the fifteen years, is 
that the problem? 

Q. Well, let me say this. I gather from your testimony 
that you had assumed that the life of our intangible was 
probably thirty-three years, and we had not gotten rid of 
any part of it up until this time; and during the fifteen 
year period to 1944 we ought to catch up and get rid of 
all of it, that is true, isn’t it? 

A. Well, when you say “catch up”, I don’t think you 
catch up in any one year. 

Q. No, sir. 

A. You might catch up a part of it each year, if that 
is what you mean. 

Q. That is what I mean, and that is based on your as¬ 
sumption that in that thirty-three year period the life 
of our intangible is in 100.5. 

A. I think that is broadly the assumption, yes. I am 
thinking of the fifteen years. 

4637 Q. If you were incorrect in your prophecy in the 
future as to that life, would that affect your recom¬ 
mendation? Let’s assume it had a life of forty-three years 
instead of thirty-three years. Would that affect your 
recommendation ? 

A. Well, of course, the whole period, as I brought out 
in my direct testimony, was the problem as to what is a 
reasonable period. 
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Q. Yes. 

A. No one can with any degree of nicety determine the 
exact period. I viewed the fifteen years remaining as a 
reasonable period in which to amortize the intangibles, 
taking into consideration the number of years that they 
had already been on the books. 

Q. Yes, sir. 

A. And that is all. 

Q. But you made an analogy here in this answer to 
depreciation for physical property and amortization of 
intangibles; and in your calculation of the amount of 
annual depreciation on any piece of tangible property, do 
you arrive at that amount by estimating the age and life 
of that particular asset? You do, do you not, Mr. Bain- 
water? 

A. Yes, that is only for the purpose though of deter¬ 
mining what would be a reasonable period in which, in the 
future, to get rid of the intangibles. 

Q. I was talking about tangibles in that last ques- 
4638 tion I asked you. 

A. Well, you have the same proposition on tan¬ 
gibles, that you will take what you consider to be the prob¬ 
able remaining life. 

Q. You just estimate the remaining life of our intan¬ 
gibles in 100.5 and you came out to thirty-three years. 

A. Well, that isn’t all now. I might give you a little 
bit more on that. I have assumed not only that the thirty- 
three years is a reasonable over-all life or an over-all 
period with which to amortize the intangibles, but I have 
also assumed that in the purchase of the intangibles in 
the first instance that they were not purchased in perpetuity 
or for an unlimited life, and that enters into my thinking 
along that line. 

Q. You are reading the purchaser’s mind a little bit on 
that point? 

A. I think you have got to take into consideration the 
circumstances under which it was purchased, and that is 
what I have tried to do. 

• •••••• 
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4639 Further direct examination. 

By Mr. Wahrenbrock: 

Q. Mr. Rainwater, suppose a public utility has $500,000 
in intangibles and makes no provision for the amortization 
of that amount. After a period of time, and with changes 
in circumstances, the intangible has become worthless— 
ceases to exist. What has happened to the portion of the 
stockholders ’ investment which is represented by that in¬ 
tangible ? 

A. I would say in that case that he loses his investment. 

Q. He loses his $500,000 investment, is that right? 

A. Yes. 

Q. Now, assume that during that period of time the $500,- 
000 has been amortized. At the end of that period of time 
does he have his investment of $500,000? 

A. Yes. 

Further cross examination. 

By Mr. Young: 

Q. Mr. Rainwater, vou mean he has not lost that original 
$500,000? 

A. He has new assets to take the place of the original 
$500,000. 

4640 Q. You mean he has put in $500,000 more in the 
place of it, isn’t that what you mean? 

A. Well, he has left in the business, by mot withdrawing 
dividends, $500,000, but in the other instance, why, the in¬ 
vestment would have been completely wiped out. In this 
case he still has it. 

Q. Still has what? 

A. He has his $500,000 at the end, but he has foregone 
dividends during the period. 

Presiding Examiner: That is what you meant a while ago 
when you said he has substituted another type of asset? 

The Witness: That is right, yes, sir. 

By Mr. Young: 

Q. By substitution you mean he has foregone dividends 
and in fact contributed another half million dollars in 
cash? 
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A. Yes, he has foregone dividends, and as a result there 
has been a substitution now of new assets for the original 
$500,000. 

Q. And under a prudent rate base measured by the in¬ 
vestment as reflected by the books, he could never earn on 
that additional $500,000 he put in? 

A. Well, now you are tying me down to a prudent in¬ 
vestment reflected by the books. 

Q. Yes. 

A. And of course I agreed with you before that 
4641 the net assets, book-wise, would not increase. 

Q. And so therefore he could not earn on that 
additional $500,000? 


• • 


• • 


• • • 


The Witness: What would happen is that the $500,000— 
we still have $500,000 if you are going to stick strictly to 
the books. 

• •••••• 


4421 Wiuliam A. Paton was called as a witness and, 
having been first duly sworn, was examined and testi¬ 
fied as follows: 

4422 Direct examination. 

By Mr. Barber: 

• •••••• 

4423 1. Q. What is your name and where do you reside? 

A. My name is William A. Paton and I reside at 
2203 Hill Street, Ann Arbor, Michigan. 

2. Q. What is your present position? 

A. I am the Edwin Francis Gay University professor 
of accounting in the School of Business Administration 
and professor of economics in the Department of Economics 
of the University of Michigan. I am also a member of the 
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executive committee of the School of Business Administra¬ 
tion. 

3. Q. Please state your educational background and the 
academic degrees you have received. 

A. I hold three degrees from the University of Michigan, 
the A.B., M.A., and Ph. D. I received the last mentioned 
degree, doctor of philosophy, in 1917. My doctoral dis¬ 
sertation was in the field of accounting and was entitled 
“Accounting Theory with Special Reference to the 

4424 Corporate Form of Enterprise”. In 1944 I was 
granted the honorary degree of doctor of letters by 

Lehigh University. 

4. Q. Please outline your university teaching experience. 

A. I taught economics and accounting at the University 

of Michigan, first as a teaching fellow and later as an in¬ 
structor, for the period 1914-1916. For the year 1916-1917 
I was an instructor in economic theory and in accounting 
at the University of Minnesota. I returned to the Uni¬ 
versity of Michigan in the fall of 1917 and have had an 
appointment at that institution ever since. I was promoted 
from time to time through the various academic ranks 
and was advanced to a full professorship in 1921. In the 
summer term of 1921 I was a visiting professor at the 
L T niversitv of California and had a similar appointment 
at the University of Chicago in 1924. For the academic 
year 1937-1938 I was a visiting professor at the University 
of California. I was appointed Dickinson lecturer, Har¬ 
vard Graduate School of Business Administration for the 
year 1940. 

5. Q. Please state the principal books and monographs 
on accounting and allied subjects which you have written 
and indicate briefly the extent of the articles you have 
published in this field. 

A. The principal books or monographs I have written 
—or on vrhich I have collaborated with others—are as 
follows: 

1. Principles of Accounting (with R. A. Stevenson). 

4425 Published in 1918 by Macmillan Company. 

2. Economic Position of the United Kingdom, a study 
published by the U. S. Department of Commerce in 1919. 
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3. Accounting Theory. Published in 1922 by Ronald 
Press Company. 

4. Accounting. Published in 1924 by Macmillan Com¬ 
pany. 

5. Corporate Profits as Shown by Audit Reports. Pub¬ 
lished by National Bureau of Economic Research in 1935. 

6. Essentials of Accounting. Published in 1938 by Mac¬ 
millan Company. 

7. An Introduction to Corporate Accounting Standards 
(with A. C. Littleton). Published jointly by the American 
Accounting Association and the American Institute of 
Accountants, in 1940. 

8. Advanced Accounting. Published by Macmillan Com¬ 
pany in 1941. 

9. Dickinson Lectures in Accounting (with George 0. 
May and Sir Laurence Halsey). Published by Harvard 
University Press in 1943. 

10. Accountants’ Handbook (with a number of collabo¬ 
rators). Published by Ronald Press Company in 1932 
and (latest edition) in 1943. 

4426 11. Contemporary Accounting (Chapter 2), pub¬ 

lished by the American Institute of Accountants in 

1945. 

I have also prepared a number of problem books for 
students. 

I have written about seventy articles and special papers 
on accounting which have appeared through the years 
1915 to date in the Journal of Accountancy, Journal of 
Political Economy, Administration, Certified Public Ac¬ 
countant, Accounting Review, Edison Electric Institute 
Bulletin, American Economic Review, and other media. 

6. Q. What is the “ Accountants’ Handbook”? 

A. It is the major reference work in the field of ac¬ 
counting. I am the editor and the principal contributor. 

7. Q. Please state the major professional and scientific 
associations and societies in which you have membership? 

A. American Accounting Association; American Eco- 
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nomic Association; American Institute of Accountants; 
Michigan Association of Certified Public Accountants; 
American Academy of Arts and Sciences (Fellow). 

S. Q. What offices have you held in professional ac¬ 
counting organizations ? 

A. I was successively secretary, vice-president and presi¬ 
dent of the American Accounting Association, in the period 
1919-1922. I was the first editor of the Accounting Review 
when that periodical was launched by the American 

4427 Accounting Association in 1926. I was also director 
of research in this organization for a number of 

years and have held various committee appointments. 

I have been a member of the board of directors of the 
Michigan Association of Certified Public Accountants and 
have been on several committee of that organization. 

In the case of the American Institute of Accountants, 
which is the national organization of certified public ac¬ 
countants, I was a member of the Council, which is the gov¬ 
erning body, for a number of years. I have been a member 
of the Institute’s committee on accounting procedure con¬ 
tinuously since that committee was organized. 

9. Q. How is the committee on accounting procedure of 
the American Institute of Accountants made up and what 
is the nature of its work? 

A. This committee is composed of about twenty account¬ 
ants, all members of the Institute, who are appointed 
annually. It includes partners from the leading firms of 
professional accountants. The work of the committee, 
which is integrated with the research department of the 
Institute, consists of the study of accounting principles 
and procedures and the issue of bulletins representing 
the considered opinion of the committee on matters of 
current importance in the field of accounting. The com¬ 
mittee has been very active in the last eight years and 
has issued more than thirty accounting research 

4428 bulletins on various subjects. These bulletins are 
not official pronouncements of the Institute as such 

but nevertheless are generally considered as having a sub¬ 
stantial weight in the area of accounting opinion. 
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10. Q. Please outline your professional practical experi¬ 
ence in the field of accounting. 

A. My first engagement in accounting work was in 1914 
as an assistant on a study of the income accounting of 
several electric utilities in Michigan. During the next three 
years I had several small engagements in auditing and 
financial analysis. During 1918-1919 I was on leave of 
absence from the University of Michigan in Washington, 
D. C., first with the Bureau of Research and Statistics of 
the War Trade Board and later as chief, special assignment 
section, Income Tax Unit, Bureau of Internal Revenue. 
While I was with the Bureau of Internal Revenue I made 
a considerable number of special field investigations in¬ 
volving income-tax accounting, particularly in the case 
of companies located in New York, Philadelphia, Newark, 
and other cities in that area. For the ten years 1926-1936 
I was a member of the firm of Paton & Ross, certified 
public accountants, at Ann Arbor, Michigan, and devoted 
considerable time, primarily during the summers, to ac¬ 
counting practice. Moreover, for many years I have had 
special consulting engagements from time to time, partic¬ 
ularly in public utility cases. 

4429 11. Q. Are you a certified public accountant? 

A. Yes, I hold a Michigan C.P.A. certificate. 

12. Q. Are you familiar with the provisions of the Federal 
Power Commission’s System of Accounts? 

A. Yes, I am generally familiar with the provisions of 
the system. 

13. Q. Have you read the transcript of the testimony of 
Mr. Charles W. Smith in this proceeding? 

A. Yes. 

14. Q. I call your attention to page 3483 of the transcript 
where the following sentence from page 436 of your “Ad¬ 
vanced Accounting” is quoted: 

J* • 

“The existence of general intangible value based 
upon superior earning powers represents a condition 
in the utility field which is not in harmony with the 
ordinary conception of adequate regulation.” 
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Does this sentence represent your views regarding the 
existence of intangibles in the utility field! 

A. This sentence does not fully represent my views. I 
should explain, first, that this sentence appears in a brief, 
one-page discussion of “intangibles in utility valuation” at 
the end of two chapters dealing with the subject of 

4430 intangibles primarily from the standpoint of non¬ 
utility enterprises. 

I should point out, in the second place, that when the 
whole page in which the quoted sentence appears is read, 
it becomes apparent that the main purpose of the discus¬ 
sion is to describe briefly the position of intangible values 
in the utility situation in the light of what I understood to 
be the dominant regulatory philosophy at the time this 
material was written, which was either late 1939 or early 
1940. In the first sentence of the first paragraph of this 
one-page discussion I refer to the prevailing view that a 
utility “is entitled to a "fair return’ on a ‘fair value’ of 
the property used in producing service, including ‘going 
value’ ”, and describe briefly the prevailing methods of 
determining such going value. 

In the first sentence of the next paragraph I express an 
opinion on the doctrine that going value should be included 
in the rate base, as follows: 

“As pointed out in the preceding chapter there is 
substantial validity in the doctrine that going value is 
a proper element in the rate base to the extent that 
i it represents reasonable costs incurred, during a rea¬ 
sonable period of time, to launch and develop the 
enterprise.” 

The sentence quoted in your question is the first 

4431 sentence of the last paragraph of this one-page dis¬ 
cussion. 

By “general intangible value” in that sentence I mean 
value in excess of a valid going value as I have just defined 
such value in the sentence of the preceding paragraph I 
read, and I am here simply stating that the existence of 
such an excess over valid going value is not in harmony 
with the ordinary conception of adequate regulation. 
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In the third place, I would like to point out that this 
material was prepared before the accounting policies of 
the Federal Power Commission regarding the nature and 
treatment of amounts established in Account 100.5 had be¬ 
come evident, or at least before I had become acquainted 
with these policies, and hence this material has no specific 
relation to the controversies and determinations regarding 
100.5 that have developed in the last eight years. 

I would like to add that I have given considerable atten¬ 
tion to the nature and treatment of Account 100.5 since the 
spring of 1941. 

15. Q. I call your attention to pages 3437-3439 of the 
transcript where Mr. Smith quotes from your Advanced 
Accounting on the subject of “Amortization of Goodwill” 
and ask if this represents your views regarding the treat¬ 
ment of intangibles in the utility field? 

A. No, it does not. The quoted material is taken from 

a discussion that is not concerned with utility in- 

♦ 

4432 tangibles. I have always followed the practice of 
using the term “goodwill” only to describe general 
intangible values in the nonutility field. I think this fact 
would be quite plain to anyone reading the entire chapter 
in which this material appears. 

16. Q. It has been testified that in accordance with the 
provisions of the Federal Power Commission’s Uniform 
System of Accounts and with respect to what disposition, 
if any, should be made by Respondent of amounts classifi¬ 
able in Account 100.5 which are associated with intangibles, 
that such amounts should be amortized by charges to Ac¬ 
count 537, Miscellaneous Amortization, or Account 271, 
Earned Surplus, with credits to Account 252, Reserve for 
Amortization of Electric Plant Acquisition Adjustments. 

Now, assuming that an amount has been established in 
Account 100.5 as representing intangibles and assuming 
that they are of such a nature that a program of amortiza¬ 
tion is appropriate, to what account should such charges 
be made in accordance with the provisions of the Federal 
Power Commission’s System of Accounts? 

A. Under the Uniform System of Accounts referred to, it 
seems to be very clear that the proper account to be charged 
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is Account 505, Amortization of Electric Plant Acquisition 
Adjustments. This is the account explicitly provided in 
the prescribed system for such charges and definitely 

4433 matches in title Account 100.5 and the reserve ac¬ 
count 252 which is provided to receive the credits 

for accrued amortization. 

The prescribed system of accounts, in other words, pro¬ 
vides a definite front door for amortization charges as 
deductions from revenue. 

«•••••• 

17. Q. It has been testified that amortization of intangi¬ 
bles by charges either to Account 537 or Account 271 
conforms to accepted principles of accounting. Do you 

agree? 

4434 A. No. As I understand accounting principles, it 
it well established that where a systematic program 

of depreciating or amortizing an asset is undertaken, the 
appropriate treatment for the charges, in general, is to in¬ 
clude them in expenses or revenue deductions. 

18. Q. Is it correct to say that depreciation, by universal 
practice, is treated as an operating expense but that amor¬ 
tization of intangibles is, by universal practice or almost 
universal practice, charged to surplus or to the income sec¬ 
tion of the income statement? 

• •••••• 

4435 Q. Will you answer the question? 

A. I agree as to depreciation, but I disagree as 
to amortization of intangibles. It is my understanding that 
wherever a program of systematic amortization is set up 
for limited-term intangibles such as patents, copyrights, 
terminable franchise values, and so on, it is normal ac¬ 
counting practice and preferred practice to treat such regu¬ 
lar amortization charges as revenue deductions. Such regu¬ 
lar amortization charges for limited-term intangibles are, 
of course, deductions for income tax purposes. 

I might add that I think the very presence of ac- 

4436 counts 504 and 505 in the Federal Power Commission 
prescribed system of accounts is good indication of 
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the fact that amortization via revenne deductions is normal 
and preferred procedure. 

19. Q. We are referring to page 3862 of the record. 

Do you agree that as far as regulatory processes are con¬ 
cerned, it does not make any difference whether amortiza¬ 
tion charges are made to accounts 537 or 271 as opposed to 
account 505? 

A. No, not entirely. I feel that while no accounting 
system can be expected to furnish a regulatory body with 
ready-made answers as to rate base, rate of return, and 
other matters to be determined by such body, a good ac¬ 
counting system is an important aid in the regulatory proc¬ 
ess. 

Now, it seems to me in this connection, that the distinc¬ 
tion between revenue deductions and charges to net income 
or surplus is an important distinction in accounting and 
certainly has a regulatory aspect. 

Revenue deductions are presumably recovered in reve¬ 
nues ; there is no such presumption for charges to surplus. 

• •••••• 

4438 20. Q. Do you agree that, as stated at page 2826 in 

4439 the record, it is better reporting to show amortiza¬ 
tion of intangibles through account 537? 

A. No. For some years the trend in accounting has 
been to get away from back-door accounting via charges to 
income or earned surplus on the ground that there is less 
danger of misunderstanding and misrepresentation if all 
charges, especially all regularly recurring charges other 
than distributions to investors, are treated as revenue de¬ 
ductions, and I agree heartily with this trend. 

21. Q. Referring now to page 3993 of the record, do you 
consider such bodies as the Interstate Commerce Commis¬ 
sion, the Securities and Exchange Commission, the Federal 
Communications Commission, and the Public Service Com¬ 
mission of New York as leading accounting authorities? 

Q. Will you answer it? 

A. No. It has never seemed to me appropriate to view 
a commission as an accounting authority. Such bodies are 
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charged with important duties that involve accounting, 
but it does not seem reasonably to view them as authorities 
on accounting principles or procedures. 

• *••••• 


4442 22. Q. Assuming Exhibit 223 in this proceeding re¬ 
lates to a problem which would be created by conflict¬ 
ing determinations of the Federal Power Commission and 
Arkansas Public Service respecting the treatment of 
amounts classifiable in account 100.5, and presents a clos¬ 
ing trial balance to show how the diverse results might be 
dealt with accounting-wise, in your opinion does the treat¬ 
ment there presented avoid the use of twx> conflicting sets of 
corporate accounts ? 

A. In effect, in my opinion, it provides for two sets of 
corporate accounts, one superimposed on the other, 

4443 instead of avoiding this. 

It is true that through most of the accounts a 
single account serves both systems. But particularly at 
the essential point of the earned surplus account the proce¬ 
dure shown in Exhibit 223, involves two different measure¬ 
ments and hence the effect of two competing systems of cor¬ 
porate accounts is involved, which seems to me an impossi¬ 
ble situation for a corporation accounting-wise. 

23. Q. Referring to page 3954 of the record, if the rec¬ 
ords of a corporation were to show two different measure¬ 
ments of earned surplus because of such conflicting orders, 
w'ould it be proper, accounting-wise, to resolve the matter 
by looking “upon the lower amount as the corporate earned 
surplus . 

A. No. I don’t see any substantial justification for this 
stand as a general proposition. Accounting is supposed to 
present competently determined, significant data, and in a 
particular case the lower of two measurements of earned 
surplus proposed might well be less justified, more ar¬ 
bitrary, than a higher determination and the use of the 
lower figure would then be misrepresentation to stock¬ 
holders and other parties concerned. 
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4444 Cross examination. 

By Mr. Goldberg: 

Q. You have testified this morning, Dr. Paton, that you 
have always followed the practice of using the term “good 
will” only to describe general intangible values in the non¬ 
utility field. Do you by that statement mean to say that 
others have done as you have done and only what you have 
done? 

A. No. 

Q. In other words, there are many accounting authori¬ 
ties that have followed the practice of using the term “good 
will” as essentially meaning the same thing in the utility 
field as “going value”, isn’t that so? 

A. I had the impression, sir, that there has been some 
general tendency among accountants to use the term “good 
will” particularly in the non-utility field but I feel quite 
sure there have been instances where it has been 

4445 used in the sense you suggested. 

Q. They have indicated that “good will” is usually 
used in association with the industrial field and that when 
you get over to the utility field, the term used in lieu of 
“good will” is usually “going value”, isn’t that so? 

A. I think that is partially the case. I have “going 
value” in this material I referred to this morning, and I 
qualified with the words “valid going value”, but I think 
that while they are not completely synonymous in their 
use, that some people have thought of “going value” in the 
utility field as somewhat analogous to “good will” in the in¬ 
dustrial field. 

Q. And you recognized the existence of common elements 
in both? 

A. I don’t think they are entirely divorced, but I do feel, 
sir, it is better practice or better terminology, I might say, to 
use the expression “good will” in the non-ntilitv field and 
avoid its use in the other area. 

Q. As a matter of fact, in your “Advanced Accounting” 
which is quoted in your direct testimony and to which a 
lengthy answer was directed, you there stated that you were 
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discussing the general intangible values primarily from the 
stand-point of a non-utility enterprise. Isn’t that so? 

4446 The Witness: No, I don’t think I stated—just as I 
said, the two chapters of which the one page I referred 

to is a part, were directed primarily to intangibles in the 
non-utility field. 

Q. Do you there point out that a distinction should be 
made between going value usually associated with the utility 
field and the general intangible value “good will” usually 
associated with the industrial field? 

A. I don’t recall right now for certain whether I did ex¬ 
plicitly point that out or not. My recollection is that the 
discussion does disclose quite clearly the terminology that 
I am making use of. 

Q. Do you know Dr. Roy B. Kester? 

• •••••• 

The Witness: It is my impression from a recollection and 
a quick examination here that I do use “going value” when 
I am talking about utility situation, and “good will” when 
I am talking about the industrial situation. But I might 
not have spelled it out explicitly. I don’t see any place right 
now where I spelled it out explicity. I don’t wish to set up 
any rigidity of terminology here, sir. It has been 

4447 my practice, as I said, to use the term “good will” in 
the industrial area, and I was under the impression 

that there is some merit to that. 

Q. We are not to understand, then, that you are testi¬ 
fying that it is wrong to speak of “going concern value” 
as a general utility intangible of the same nature as “good 
will” which you say is primarily associated with indus¬ 
trials ? 

A. I think it partly wrong to identify those two terms, 
“going concern value” and “good will”, because I think 
“good will” historically in accounting usage has been re¬ 
lated most of the time to values emerging from favorable 
. customers’ attitudes and so forth in the non-utility field. I 
don’t like the idea of making the terms identical, no. 
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Q. I think I asked you if you know Dr. Kester, or know 
of him. Roy Kester. 

A. Yes, I know Roy B. Kester. 

Q. What is your opinion of Dr. Kester as an accounting 
authority ? 

••*•••• 

The Witness: I think in the broad use of the term, 

4448 I would include Roy among the accounting authori¬ 
ties. He is a well-known teacher in the field, recently 

retired, I believe, whose text books have been very widely 
used. I don’t think that he is perhaps the top-notch analyst 
in accounting theory though I am fond of him personally, 
and regard him highly. 

Q. He is Professor Emeritus of accounting at Columbia 
University, is he not? 

A. That is my understanding, sir. 

Q. And I imagine you are familiar with his work entitled 
“Advanced Accounting”, Fourth Edition, published in 
1946? 

A. I am familiar with Professor Kester’s writings. I 
am not sure I examined that particular edition. 

Q. And directing your attention to page 369 of that vol¬ 
ume he states: 

“Attention should be called to the fact that the term 
‘going value’ is used in the case of public utility com¬ 
panies in much the same way as good will is used by 
mercantile manufacturing companies.” 

He states that, does he not? 

A. You have correctly read the sentence from page 369. 
Q. And we are to understand that that is an inaccurate 
statement, in your opinion? 

4449 A. I don’t believe that “inaccurate” is the word, 
exactly. 

Q. Is it a correct statement? 

A. No. I would say that the way to characterize it is 
to say that is not an entirely satisfactory usage. 

Q. You would not call that incorrect? 
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A. I would say just what I did say, that that is not an 
entirely satisfactory usage from my point of view. 

Q. I want to know whether you would call it incorrect. 

A. I would not apply the words “correct” or “incorrect” 
to terminological questions of that character, sir. 

Q. And the fact is that in your own Handbook, third edi¬ 
tion, at pages 862 and 863, you quote from the writings 
of Preinrich in which he said, according to your Handbook: 

“A public utility has no good will in the psychological 
sense. But it certainly is not true from the standpoint 
of value analysis. In order to secure the required flow 
of funds into the . . . field, it is necessary to set the 
regulated . . . rate of return as a level higher than 

' the normal return prevailing in the open money market. 
The difference creates good will. Franchise, going 
value, and good will value are one and the same thing, 
and can be explained only in terms of this excess re¬ 
turn, which is perfectly legitimate ...” 

You quoted that statement from Dr. Preinrich, did 
4450 you. not ? 

A. This is quoted in the “Accountants’ Hand¬ 
book,” Third Edition, of which I am the editor. 

Q. And you stated with regard to that quotation, did 
you not, in the Handbook at page 863, “The position sug¬ 
gested by Preinrich has considerable merit.” Isn’t that 
so? 

A. It is stated in the Handbook of which I am the editor 
to that effect; yes, sir, and- 

Q. (Interposing) And you believed it at the time you 
wrote it; is that right? 

A. I think it ought to be cleared that I am the editor of 
this Handbook which is not quite the same thing as the 
writer. On the other hand—may I go on a step—consider¬ 
able areas of this I did do the major portion of the writing, 
and did a lot of editorial work on other portions where the 
spade work was done by other people, but I don’t want to 
accept the suggestion that it is just literally my writing. 
But I might say, I think this will expedite matters, that I 
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am perfectly willing to agree to that, that the position sug¬ 
gested by Preinrich has merit. 

This terminological thing we are talking about is, I think, 
a relatively unimportant thing. The reason I brought it in 
this morning is because I wanted to point out explicitly that 
the section in pages 409 and 410 of my “Advanced 

4451 Accounting ” which has been brought in here was 
written definitely with the non-utility field in mind. 

Q. And your statement that this difference in terminol¬ 
ogy which you brought in this morning is a relatively un¬ 
important thing, we are to take into account when we read 
your testimony that the quoted materials from the “Ad¬ 
vanced Accounting’’ referred to by Mr. C. W. Smith is 
taken from a discussion that it is not concerned with utility 
intangibles. Isn’t that right? 

A. We are not to take that latter part as unimportant; 
no, sir. I was pointing out that I wrote that section with 
the non-utility field definitely in mind throughout that sec¬ 
tion. Everything in this world is related to everything else 
in a broad way but I thought I wanted to get that point 
cleared up here. 

Q. Now, then, you have been telling us that it was not 
your intention to have the reader get the impression that 
what you were saying had applicability to the utility field 
as well as to the industrial field. Is that correct? 

• •••••• 

The Witness: I think that is not quite correct. What I 
said in my testimony this morning is the circumstance; 
namely, that in writing that section, it was written 

4452 entirely from the point of view of the non-utility field 
because I have used the term “good will” in that 

way. That does not mean that I am saying that it has ab¬ 
solutely no applicability, but I am pointing out the point of 
view from which it was written, but I think it is a perfectly 
proper thing in view of the way in which that sentence was 
used in the testimony presented here. 

• •••••• 

Q. Would it have been proper for the reader to assume 
that what you were saying did have applicability to the 
utility field? 
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A. Xo, it would not, unless we were assuming that it 
might have some around-about general bearing. He would 
be much more on the beam if he recognized, as I think he 
would from reading the entire chapter, the way I have the 
material organized and in that area, I am dealing with 
so-called industrial or commercial good will. 

Q. Now, can you show us in what you wrote, which 
4453 show’s by simply what you wrote, that it has no appli¬ 
cability to the utility field? 

#••••#• 

The Witness: I have not said that it had absolutely no 
applicability. I have said two or three times that these 
things are all loosely related, and that this material may 
have some indirect or general applicability to the utility 
situation. I am trying to get it straight here simply as to 
the way this material is organized and the way the subject 
is dealt with and I refer you to the headings in this Chapter 
XVIII and the discussion under those various headings and 
I don’t believe there is any danger of any reader being 
misled as he goes through this as to the manner in which 
I am taking it up, and as to my use of terms. 

Q. Let us take a chapter heading first. What is it? 

A. The heading of Chapter XVIII IS “Intangible As¬ 
sets.” 

Q. Does that apply to utility field? 

A. It includes the utility field. 

Q. The chapter heading alone would certainly permit the 
reader to draw the conclusion that what you were 
445-4 there going to talk about would have applicability 
both to the industrial field as well as the utility field. 

• •••••• 

The Witness: Sir, I don’t believe that the phrase “in¬ 
tangible assets” does indicate it one way or the other, un¬ 
less it is tied up with something else. 

Q. I wanted to point out that you suggested the chapter 
headings were one of the things that would show the reader 
he was not to be misled into thinking that it had applicabil- 
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ity to the utility field. What specifically in the text of the 
chapter puts the reader on notice that what is being dis¬ 
cussed has only limited applicability to the utility field? 

A. I think it is the way the chapter is organized, and the 
discussion itself, as I said in my testimony. 

Q. What does the discussion show in that regard? 

A. May I finish my answer, please? 

If I may start again, I think that it is the way in which 
the chapter is organized and discussion itself that show 
the emphasis and shows what is being discussed under the 
various side heads. I don’t hold any brief, particularly, 
for my rhetorical performance here but I think anyone 

4455 going through it will not be misled and I think I make 
it perfectly plain that I am including consideration 

of the utility field. But in view of the whole purpose of this 
text, and of these chapters, the utility field is a sort of spe¬ 
cialized area not receiving the emphasis that the other areas 
received in these chapters and most of the other chapters in 
the text. 

I am not trying, Mr. Goldberg, to exclude, or to suggest, 
rather, that I am not dealing with utility intangibles in 
this chapter. I do try to deal with them briefly and I do 
try to show the places where I am, and I think I have done 
so, and I would be willing to read this chapter into the rec¬ 
ord if the Examiner cares to hear it. I think he can follow 
it all right, and he will agree that there is nothing materially 
ambiguous or confusing about it. 

Q. What is there about the organization of the chapter, 
Dr. Paton, which shows that the chapter was to have only 
limited applicability to the question of intangible assets in 
the utility field? 

A. The entire organization of subheads and the discussion 
thereunder. 

Q. What is there about that organization of the chapter 
and the subheads that are under that that would put the 
reader on notice that what you are there discussing relates 
to intangible assets having only limited applicability to 
the utility field? 

4456 A. I think, as I have said, that the organization 
of the chapter, the side heads that I have used, and 
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the discussion thereunder, make it perfectly plain what I am 
discussing in each of these sections. 

For example, on page 400 to 401, there is a discussion of 
patents, copyrights, and trade marks. I think it is fairly 
clear from the section itself and the discussion thereunder 
that I am not thinking in that section at all of the utility 
field. I don’t think, sir, that this chapter is hard to read 
or that there is anything ambiguous or confusing about it, 
and I think it is plain if you read the entire chapter that 
the emphasis, as I said, is on the industrial area or the non¬ 
utility area. But I think this is entirely plain that I am try¬ 
ing to deal to some degree with the utility situations. 

Q. You have referred to patents, copyrights and trade 
marks, your treatment of those. Are we to understand that 
you are putting good will and going value in the same cate¬ 
gory as patents, copyrights and trade marks? 

" A. No. 

Q. You consider those limited-term intangibles, is that 
right? 

A. Yes. 

Q. And good will and going value, you consider the 
4457 so-called unlimited term intangibles? 

A. Yes. 

I might say on trade marks there might be some question, 
but I think registered trade marks ought to be viewed as 
limited-term intangibles. 

Q. Can you refer to those portions of the chapter dealing 
with the so-called unlimited-term intangibles which were 
the subject of cross examination of Mr. C. W. Smith, and 
point out to us where the reader is put on notice that that 
text material has only limited applicability to the utility 
field? 

A. I think it is plain from a reading of the preceding 
chapters, or sections, rather, and that section when you get 
to it, as to how I am using terms and how I am organizing 
this material. 

As I say, I don’t want to brag about it, but I don’t find 
anything confusing or lacking in clarity here. The discus¬ 
sion of utility matters is primarily under certain particular 
headings. 
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For instance, on page 411, there I discuss franchise briefly 
—411 to 412. It is perfectly plain to the reader in that para¬ 
graph I am thinking almost entirely, if not entirely, of the 
utility situation. 

In this next section, called * ‘ Organization Costs/ ’ I think 
the reader would realize in going over that that I am 

4458 thinking of all business. 

In the section beginning on page 415, “Interest 
Charges During Construction,” I think the reader will real¬ 
ize that while I am thinking of all business, that there is a 
reference, I believe, to the utility situation. Under the side 
heading called “Going Value” on pages 417 to 419 the dis¬ 
cussion, I think, clearly indicates that it is related to both 
fields. 

There is some discussion on the utility situation and 
some reference to the unregulated business and, I might 
say, the fact I take up going value separately there indi¬ 
cates that I have given it a somewhat distinctive meaning. 
I don’t identify it literally with good will. 

In the following chapter, Chapter XIX, I think it per¬ 
fectly clear that the discussion all the way from page 420 
where the chapter begins, certainly over to page, I would 
say all the way through until the last page, 436, it is quite 
plain that I am directing the reader’s attention there to the 
problem of estimating the value of a going concern in the 
non-utility field. I think if you ask any of my students over 
the years, you will find that they understood it perfectly well 
and we did not have any difficulty in making dear when we 
were talking about the non-utility and utility field. It might 
have been made more clear, but, frankly, I don’t know what 
w^e are fussing about here because it seems to me- 

• •••••• 

4459 Q. Dr. Paton, you state that since the spring of 
1941 you have given considerable attention to the 

nature and treatment of account 100.5. What happened in 
the spring of 1941 that drew your attention to that problem? 

A. May I say first that I was aware, of course, of the 
uniform system of accounts prior to that. But as far as my 
recollection goes, I was not aware of the interpretations and 
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plans for disposition that have developed or, as I said 
before, may have developed before I became aware of them, 
until about the spring of 1941. It seems to me that any¬ 
thing that could be called an intensive attention to the ques¬ 
tion began with—my association with them—with the hear¬ 
ing held at Madison, Wisconsin. 

Q. St. Croix Falls, Wisconsin and the Minnesota Im¬ 
provement Companies. Is that the case? 

A. Yes. My recollection is it was in connection 

4460 with that. That about the first time I began to give 
serious thought to this specific problem of account 

100.5 was then. 

Q. And since that time you say you have given attention 
to that problem? 

A. Yes, I have given considerable attention to it. 

Q. By reason of being called as a witness to express your 
opinion regarding the nature and treatment of account 
100.5? 

A. I have been called as a witness in two or three addi¬ 
tional situations, and that undoubtedly had relation to 
arousing my interest in this problem. I have given it a 
good deal of study in the same way that you study any prob¬ 
lem you become interested in by reading and thinking about 
it. 

Q. And since the St. Croix case you have testified be¬ 
fore the Federal Power Commission in the California- 
Oregon Power Company case which involved the nature 
and disposition of an amount in account 100.5, among other 
things; isn’t that so? 

A. I did testify in that case, though I must say I have 
forgotten just what the issues were. My recollection is 
that there were a number of questions involving the mat¬ 
ter of accounting principles. 

Q. And in addition to the California-Orgeon case, you 
vrere a witness in the Federal Power Commission proceed¬ 
ing involving the reclassification and original cost 

4461 study of the Montana Power Company. Isn’t that 
so? 

A. Yes, sir. 

Q. By reason of the title and text of account 100.5, you 
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have testified, have you not, that it is the account explicitly 
provided in the prescribed system for amortization of 
amounts classified in account 100.5. Is that a fair statement 
of your testimony? 

A. Yes, if you will include intangible amounts, Mr. Gold¬ 
berg, in your question, or shouldn’t I make that- 

Q. (Interposing) I wondered if we should include that. 

A. Perhaps not. 

Q. Because I don’t find that in vour answer. 

Do you intend to include that? You will find that on 
page 11 of your prepared testimony, if you want your 
answer. 

A. I have the impression that account 505 was restricted 
to amortization of intangibles but I believe I am wrong, 
Mr. Goldberg. I don’t believe the text of the account expli¬ 
citly says it is restricted to the intangibles. 

Q. So far as the text of the account is concerned you 
would say it is appropriate for tangibles and intangibles. 
Is that correct? 

A. That seems to be the situation. I think I had a 
slightly wrong idea there. 

4462 Q. And when you testified that it seems to you 
to be very clear that the proper account to be charged 
is account 505 by reason of its title and text, you intended 
to apply that statement to tangible as well as intangible 
assets classified in account 100.5? 

A. I did not say anything about the text, I think, in my 
testimony. I referred simply to the titles, and in view of 
the use of the word “amortization” I had the impression 
that it was amortization of intangibles established in ac¬ 
count 100.5 that I was talking about. 

Q. I think maybe we better start over again and find out 
exactly what the scope and intent of your answer is so that 
I won’t ask you some unnecessary questions. 

I understand your testimony to be that by reason of the 
title of account 505, you were of the opinion that that ac¬ 
count is the account explicitly provided for charging off 
of intangibles classified in account 100.5. Is that right ? 
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A. Yes, that is what I meant by my statement on 
direct. 

4463 Q. "Would you say that Account 505 is not the ap¬ 
propriate account to be used for charging off tangible 
assets classified in Account 100.5? 

• ••••*• 


The Witness: Well, it has been my understanding—it is 
my understanding—that the account is defined to receive 
amortization charges drawn from amounts classified in Ac¬ 
count 100.5, and I can’t say positively whether other amounts 
classified in Account 100.5 can be there so charged or not. 
I assume not. 

Q. You say it has been your understanding that Account 
505 is designed to take the charging off of intangible assets 
classified in Account 100.5 ? 

A. That has been my understanding, yes. 

Q. And is not the proper account to take the charging 
off of tangible assets classified in Account 100.5? 

A. Well, I haven’t been sure of that. 

Q. Well, now, you are familiar, you say, with the System 
of Accounts. Can you tell us what account is provided in 
the System of Accounts that you feel would be ap- 
44(54 propriate for charging off tangible assets classified 
in Account 100.5 ? 

A. Well, I haven’t looked this matter up, but I would 
say offhand that if they were depreciable tangible assets, 
classified in 100.5, that the absorption of such amounts 
should be charged to depreciation. 

Q. Account 250? 

A. I am not sure that is it. 

Q. I’m sorry. I should have said Account 503. 250 is 
the reserve account. 

A. Yes. Now, I can’t say positively that the system 
does or does not allow that. It would seem to me possible 
to do that and that would be appropriate. 

Q. Dr. Paton, Account 100.5 is not a part of Account 
100.1 under the System of Accounts, is it? 

A. That is right. 
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Q. And the text of Account 503 says: 

‘ 1 This account shall include the depreciation expense 
applicable to electric plant in service (account 100.1) 


And I will stop quoting there. Is that right? 

A. That is right. 

Q. So from the text of the account you would be forced 
to the conclusion that it is not the proper account to be 
used for charging off tangible assets classified in Account 
100.5, isn’t that so? 

4465 A. Well, it is likely to be construed that way. It 
would be going against the instructions to charge 

other amounts there. I don’t know whether every account 
in the svstem should be construed as literallv as that or not, 
but at any rate I would say that is indicated by the text 
that you quote. 

Now, I would like to add this sentence, if I may. In 
thinking about this problem of late I have been thinking 
about the intangible items that might be classified in Ac¬ 
count 100.5 I was thinking about them in my direct testi¬ 
mony. 

Q. Is there anything in the text of Account 100.5 that 
would proscribe the charging through Account 505 of 
tangible assets classified in Account 100.5? 

A. Now, just a second. No, I think the way it is worded 
that it appears that other assets than intangibles might be 
classified in 100.5 and are subject properly to amortiza¬ 
tion—are chargeable to Account 505—as there is no prohibi¬ 
tion that I can see here. 

Q. And since Account 505 is in the operating section of 
the income statement, and depreciable tangible assets are 
charged off through the operating section of the income 
statement, that would fortify your conclusion, would it not, 
that Account 505 is an appropriate account to be used for 
the charging off of tangible assets classified in Account 
100.5, isn’t that correct? 

4466 A. I don’t know that that would fortify it particu¬ 
larly or not. I have felt that the explicit provision 

of 505 for the amortization of the electric plant acquisition 
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adjustments indicated intention to use that account in draft¬ 
ing the system, and hence it seemed to me that it is the ac¬ 
count that should normally be used. 

Q. Now, then, whether it would fortify your conclusion 
or not, the fact is, is it not, that generally accepted princi¬ 
ples of accounting require that tangible assets be written 
off through the operating section of the income statement? 

A. Well, I would say so, yes, except perhaps in cases 
where some property becomes lost and there is some irregu¬ 
lar write-off justified. For all regular depreciation pro¬ 
grams, it seems to me that accepted accounting principles 
clearly require, as a regular rule, the charging of the de¬ 
preciation as expenses or revenue deductions. 

Q. And the use of Account 505 for depreciating, if I may 
put it that way, tangible assets classified in Account 505, 
would not be inconsistent with that general proposition 
you stated, is that right? 

A. That is correct. 

Q. Yes, sir. Now, then, will you turn to the text of Ac¬ 
count 537, which appears on page 94 of the System of Ac¬ 
counts, and after reading the text of that account, will 
you tell us whether that text seems to you to express 
4467 an intent of using that account in charging off or 
amortizing amounts classified in Account 100.5 ? 

A. Well, it is specifically indicated in the text that the 
Commission may by order require to be included herein 
amortization of amounts in Account 100.5. I have always 
felt that there was an indication in the title, and perhaps 
in the first sentence which savs: 

“This account shall include amortization expenses 
not elsewhere provided for in this System of Accounts” 

I have quoted part of the first sentence—that this ac¬ 
count was perhaps not designed as the normal account to 
be used for the amortization of amounts in 100.5, but, rather, 
the exceptional. 

Q. Thinking back a moment to the general proposition 
you stated regarding the writing off of tangible assets 
classified in Account 100.5, is it not a fact that it would be 
inconsistent with that general proposition to employ Ac- 
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count 537 for that purpose, since that account is in the 
nonoperating section of the income statement? 

A. Yes. I don’t think that a regular program of deprecia¬ 
tion of cost of tangibles that might be classified in Account 
100.5 should be charged to 537, because that would be in 
conflict with the well-established principle and practice 
that regularly includes depreciation of tangibles as a 
revenue deduction or expense. 

4468 Q. But it would not be inconsistent with generally 
accepted principles of accounting, would it, to employ 

Account 537 for the amortization of intangible amounts 
classified in Account 100.5? 

A. I think it would. 

Q. By reason of the terms of the System of Accounts? 

A. Well, not entirely, no. 

Q. Is there anything in the System of Accounts that 
you can point to that makes it a violation of the System 
of Accounts to use Account 537 for the amortization of 
intangible assets classified in Account 100.5? 

A. I wouldn’t call it a technical violation. 

Q. Is there anything in the System of Accounts that 
makes it any type of a violation? 

A. Yes. It seems to me that the provision of an explicitly 
labeled Account 505, as opposed to Account 537, with the 
title “Miscellaneous Amortization”. 

Q. In other words- 

A. It does imply that 505 is the account normally to 
be used. 

Q. And you have rested that on the titles, haven’t you— 
the titles of it? 

A. Titles and location of these accounts in the system. 
I rest my answer with respect to my reaction to what should 
be done under the System of Accounts on that. Of 

4469 course, what should be done from the standpoint of 
accepted accounting principles or established ac¬ 
counting principles is a somewhat broader matter. 

Q. Would you say, Dr. Paton, that there are occasions 
when amortization of intangibles is inappropriate through 
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the operating section of the income statement, but would 
be appropriate through the nonoperating section of the 
income statement? 

A. I think there are occasions where I would defend that. 

Q. And under those circumstances there would be a 
rational basis for the existence of accounts providing for 
the amortization of intangible assets through the operating 
section of the income statement as well as through the non¬ 
operating section of the income statement, isn’t that so? 

A. I wouldn’t quarrel with that. 

Q. And, as a matter of fact, you are unable to say, on the 
basis of the text of the accounts, that it would be a viola¬ 
tion of the Svstem of Accounts to utilize Account 537 for 
the amortization of intangible assets classified in Account 
100.5, isn’t that so? 

A. I wouldn’t call it a technical violation, Mr. Goldberg, 
but it does seem to me that even on the basis of the text 
that a person examining this system, acquainted with ac¬ 
counting generally, would expect 505 to be used. 
4470 For instance, in that account—in the text of that 
account rather—explicit mention is made of the 
reserve to be credited, and I don’t want to labor the point 
but it just seems to me that any person familiar with ac¬ 
counting, going over this, would come to the conclusion that 
under the system, 505 is the account that would normally 
be used. 

Q. Now, then, let’s turn to Account 252, which appears 
on page 34 of the System of Accounts, and turning to that 
account we find, do we not, that it provides that Account 
252 “shall be credited or debited with amounts which the 
Commission may approve or direct the utility to charge or 
credit to Account 505, Amortization of Electric Plant Acqui¬ 
sition Adjustments, to Account 537, Miscellaneous Amorti¬ 
zation, or to surplus, for the purpose of providing for the 
extinguishment of amounts in Account 100.5, Electric Plant 
Acquisition Adjustments”. 

Isn’t that so? 

A. I believe that is correctly read. 

Q. Well, then, it appears quite clearly from the text, 
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does it not, that Account 252 has equal applicability to 
Account 505, 537, and 100.5? 

• •••••• 

4471 The Witness: As that question is framed, it seems 
to me, it is a little confusing. It seems to have equal 

applicability to charges appearing in 505 or charges appear¬ 
ing in- 

Q. 537. 

A. 537. 100.5 is the account with respect to which those 
charges are made. 

Q. Yes, sir, that is the way I intended to phrase it. I 
should have worded it as you answered it. 

Now, Dr. Paton, when you came to testify here this morn¬ 
ing and testified as you did, it is a fact, is it not, that in 
giving the testimony which you gave you were not thinking 
at all about the writing off of tangible assets classified in 
Account 100.5, and had not considered the text of Accounts 
537 and 252? 

A. As a matter of fact, I read the text of all the accounts 
you have been speaking of, several times in the last few 
days, but I wasn’t thinking about the problems of 

4472 writing off the amounts of any tangible assets that 
might be established in 100.5, and seemed to be a bit 

confused on it this morning as a result of that. 

That is, I was thinking entirely of the problem of intangi¬ 
bles classifiable in Account 100.5, but I had read those texts 
several times, as a matter of fact. 

Q. But had the text of Account 537 and Account 252 
entered into the conclusions you expressed in your testi¬ 
mony this morning? 

A. Yes, sir, I read the text and considered that material 
in making those conclusions. 

Q. Rationalized in the manner you have been rationaliz¬ 
ing it in cross examination ? 

A. Well, I don’t know about the word “rationalizing”— 
dealing with it in the manner in which I dealt with it in my 
remarks. 

Q. Dr. Paton, in one of your answers, the one that appears 
on page 14 of your prepared testimony, you speak of a trend 
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in accounting for some years to get away from back door 
accounting. 

What does the term “back door accounting” mean? 

A. As I have used it, it means disposing of costs or losses 
by charges to surplus or some account in that area instead 
of inclusion of such charges as deductions from revenue in 
the income statement. 

4473 Q. Now, then, do you intend to have the Commis¬ 
sion draw the conclusion from your reference there 

that such “back door accounting” is not in accordance with 
generally accepted principles of accounting? 

A. Well, I think that it is fair statement that this back 
door stuff is frowned upon by accountants- 

Q. It is not the best accounting? 

A. —to a much greater extent than it used to be. Some 
of us have been preaching for quite a few years that only 
under the most extraordinary circumstances should charges 
find their way directly into surplus in lieu of being used in 
the determination of income and reported in the income 
statement as such. 

I might say that has been one of the most disputed ques¬ 
tions amongst accountants that I know of. But I do feel 
that there is strong sentiment at the present time that this 
back door stuff is questionable, and should be discouraged 
and restricted in every possible way. 

Q. But you cannot say, though you would like to see it 
frowned upon and discouraged and the other phrases you 
have used, that this “back door accounting” is not in ac¬ 
cordance with generally accepted principles of accounting, 
isn’t that so? 

A. I can say, I think, safely and truthfully, that with 
respect to some kinds of charges, the back door 

4474 accounting is undoubtedly not in accord with estab¬ 
lished principles of accounting. 

Q. But you could not say that as a general proposition, 
isn’t that so? 

A. I would not want to say that no case could arise or be 
imagined in which it would be construed as downright im¬ 
proper accounting to charge certain items to earned sur¬ 
plus directly, provided there was full disclosure. I think 
without the full disclosure we would all frown on it 100 
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percent. It seems to me that is about the status of the situ¬ 
ation at the present time, Mr. Goldberg, as far as established 
principles of accounting are concerned. 

Q. Is a charge to Account 537 in connection with amorti¬ 
zation of intangibles classified in Account 100.5 “back door 
accounting”? 

A. I think it is. 

Q. Now, then, is it inconsistent or not in conformity with 
generally accepted principles of accounting? 

A. Whether it would be a direct violation of mv under- 
standing of established principles of accounting would de¬ 
pend upon the circumstances. 

Q. And you are not undertaking to pass upon the circum¬ 
stances in this case, isn’t that right? 

Q. I don’t believe in my testimony I have said anything 
peculiarly related to the circumstances of this case. 

4475 Perhaps there was one question that had in it some 
material with reference to this case, but the way the 

question was pointed up it didn’t seem to me that I was 
passing an opinion on the circumstances here. 

Q. You know out of your own experience and the investi¬ 
gations you have made, Dr. Paton, of corporate reports— 
of which I think you once told us in the Montana case, that 
the collection of the University of Michigan is among the 
finest, the most extensive—that industrial companies have 
charged off intangibles in the nature of goodwill to income 
or earned surplus- 

• •••••• 

The Witness: I am sure there have been cases where in¬ 
dustrial goodwill or assets of that type have been charged 
directly to earned surplus, and although I don’t happen to 
have the particular situations in mind at the moment, or the 
particular accounting certificates in mind, I am quite sure 
that in days gone by accountants have not objected in their 
certificates to that treatment. 

I would like to call attention to this point, that in my 
thinking there is an important distinction between an 
orderly planned program of amortization and what 

4476 might be called irregular or wholesale write-offs. 
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Q. Well, Dr. Paton, you are aware of orderly programs 
of amortization of intangibles in the utility field, classified 
in 100.5, which are taking place through the nonoperating 
section of the income account, aren’t you? 

A. Well, I haven’t much first-hand information on that. 
I understand that there are such programs—I am sure that 
I know of some. 

Did you say 537 ? 

Q. 537, yes. Nonoperating section of the income state¬ 
ment. 

A. It has been my understanding that as far as the re¬ 
quirements of the Federal Power Commission are concerned 
that invariably, or almost invariably, where programs of 
amortization have been ordered, they have been through 
Account 537. 

Q. And you know from your considerable attention to the 
nature and treatment of Account 100.5, since the Spring of 
1941, that such orderly programs of amortization through 
Account 537, or the nonoperating section of the income 
statement, have been certified to by reputable and outstand¬ 
ing accountants as in conformity with generally accepted 
principles of accounting, isn’t that so? 

A. I am quite sure that that is the case. I couldn’t list 
any examples, if you would ask me to, but I am quite 
4477 sure that is the situation. 

Q. Dr. Paton, you have testified that it is your 
understanding that wherever a program of systematic 
amortization is set up for limited term intangibles, such as 
patents, copyrights, terminable franchise values, and so on, 
it is normal accounting practice, and preferred accounting 
practice, to treat such regular amortization charges as 
revenue deductions. 

Your reference there has been to limited term intangibles. 
Do you make the same statement with respect to so-called 
unlimited term intangibles? 

A. Not quite. 

Q. In what way would you modify it? 

A. In my judgment established principles of accounting 
require the systematic amortization of- 

May I start fresh, or isn’t that practical? 
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Presiding Examiner: Certainly. 

The Witness: In the case of what might be termed un¬ 
limited term intangibles, where an orderly program of 
amortization is undertaken, and assuming circumstances 
that seem to give some justification for that program, I 
would say that the highly preferred practice—I personally 
think it should be the required practice—is to charge the 
regular amortization as an expense, or revenue deduction. 

I have always so held in my writings. I think you 

4478 will find a statement in my writings to that effect, in 
the Accountants’ Handbook. 

But I believe you will also find, in practice, varying 
opinions on that question, and perhaps varying ideas as to 
just what established accounting principles are. 

My feeling is that where circumstances are such as to 
warrant a program of amortization, even though the general 
nature of the intangible is such that it is somewhat unlimited 
as to life, that it is not good accounting to exclude the 
charges from revenue deductions. I feel that very strongly, 
Mr. Goldberg. 

Q. Dr. Paton, wouldn’t this be a fair statement: that you 
are not in a position to deny that it is the almost universal 
practice to charge surplus, or the income section of the in¬ 
come statement, with amortization of intangibles of so-called 
unlimited term? 

• •••••• 

4479 The Witness: I feel that where an amortization 
program is justifiably undertaken for such intangi¬ 
bles, that it is not in conformity with my interpretation of 
established accounting principles to do that. Now, as to 
what accounting practice is, I would be very disappointed 
to find that it is almost universal practice. I certainly 
would question that. But I don’t think that I can list, per¬ 
centagewise, cases either way, which will permit me to 
either deny or to affirm it. 

Q. Dr. Paton, I am sure that you are thoroughly familiar 
with Accounting Research Bulletin No. 32, dated Decem¬ 
ber 1947, issued by the Committee on Accounting Procedure 
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of the American Institute of Accountants, which I put be¬ 
fore you, if you need it to refresh your recollection. 
44S0 Isn’t it a fact that that research bulletin recom¬ 
mends as the appropriate accounting disposition of 
material amounts of intangibles to the nonoperating section 
of the income statement, more particularly, in the case of 
that bulletin, to surplus? 

A. There is listed here under “Extraordinary Items”: 

. . which may be excluded from the determi¬ 
nation of net income for the year, and which should 
be excluded when their inclusion would impair the 
significance of net income . . 

I am paraphrasing now—the write-off of a material amount 
of intangibles, such as the complete elimination of goodwill 
or a trade mark. 

Q. And you were on the committee that considered that 
bulletin, were you not? 

A. Yes. 

Q. And you dissented, did you not? 

A. I dissented. 

Q. Your dissent was in the minority, was it not? 

A. Yes. 

• •••••• 

4481 The Witness: I am very familiar with the delibera¬ 
tions of this Committee. In fact, I am the only 
member left now who was on this Committee from the be¬ 
ginning, when it was organized about nine years ago or 
ten. And I do very sincerely believe that all members of 
the Committee, in this quoted item, have in mind a large 
or special write-off of intangibles and not a program of 
regular amortization. 

Q. On what grounds did you dissent on that basis? 

A. Well, there is something said here. I wonder if I 
might- 

Q. If you would like to quote it, you may. 

A. I might read my grounds. There were three of us. 

It savs: 
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“Messrs. Chamberlain, Paton and Stans dissent 
from the conclusions of this bulletin because they be¬ 
lieve that the so-called all-inclusive concept provides 
the proper measure of net income and best serves the 
public interest because it is less subject to reader mis¬ 
interpretation.” 

And without going on reading any further, I might say that 
I think that that is the main ground for our dissent. In 
other words, many members of the Committee are inclined 
to be more liberal than this minority as to when this back 
door accounting is permitted or permissible. On the 

4482 other hand, I think all members of the Committee 
feel that it should be restricted, it should be nar¬ 
rowed; and I think that is clearly indicated in the phrase¬ 
ology of the bulletin, that the objective of the entire com¬ 
mittee is to restrict careless, indiscriminate selection of the 
surplus account to receive charges, and that the burden of 
proof, in a way, should be upon anyone who charges some 
item to surplus if there can be made a reasonable case for 
charging it to revenue, and in those items listed under 
extarordinary items, I don’t believe in any single case any 
member of the Committee had in mind regularly recurring 
charges based on some program of depreciation or amor¬ 
tization. 

Q. Is it not a fact that the dissenters, including yourself, 
were willing to accept the criteria in paragraph (d), which 
you quoted, among the criteria set forth in other para¬ 
graphs : 

“. . . for the purpose of establishing the items to 
appear in the second section of such an income state¬ 
ment.”? 

A. Yes, I don’t believe any of the three of us had any 
serious objection to the criteria. 

Q. And that second Section there referred to is not in the 
operating section of the income statement—it is further 
removed than the unoperating section of the income state¬ 
ment, isn’t it? 

4483 A. Well, I’d say it is not in the operating section. 

Q. And that paragraph (d) that I just referred to 
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as having been quoted by you, is the paragraph that refers 
to the writing off of intangibles, is that right? 

A. Yes, and in the meaning in which I indicated, of un¬ 
usual or complete or substantial write-off, rather than a 
program of regular amortization. 

• •••••• 

4486 Q. Dr. Paton, just one or two more preliminary 
questions. 

Referring to your answer to Question No. 22, which ap¬ 
pears on page 15, I wish you would tell us in what respect 
it is an impossible situation for a corporation, accounting- 
wise. 

A. It seems to me, especially in a corporate entity, that 
you have a definite legal institutional entity with certain 
rights and duties and obligations and privileges; and that 
in such an entity it is almost unthinkable that we can have 
two established measures of the essential features 

4487 of the accounting of which I think, in a way, the most 
prominent one for this purpose is the measure of 

total earned surplus. I have always thought of that as 
rather axiomatic—as a rather axiomatic sort of proposi¬ 
tion. So far as I know, it has not been argued or dis¬ 
cussed a great deal by accountants. 

I don’t quite see how we can use accounting in corporate 
affairs effectively if that position is not taken, and in that 
essential point of measurement we must come up with only 
one set of measures. 

I think that is essentially my feeling about it, Mr. Gold¬ 
berg. 

Q. In other words, your reference was not to keeping 
two sets of books from a bookkeeping standpoint. You 
can conceive of that being possible. It is from taking off 
data from the books and preparing statements from them, 
is that it? 

A. Well, you certainly can keep varying or even con¬ 
flicting records in an office. But I like to think of the 
corporate accounts as being something a little more sub¬ 
stantial by way of a concept than just that of records. 
And it does seem to me that the matter has to be settled 
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as to what measures constitute the corporate accounts, 
regardless of what details or records may be obtained. 

With respect to the mechanical side, the matter of keep¬ 
ing alternative records and so on does not seem to 

4488 me to present any great problem. 

Q. It is the problem, in your view, of presenting 
one statement of the true measure of the surplus avail¬ 
able for dividends? 

A. Well, that certainly is an essential feature of it. It 
seems to me that that matter can’t be left to variation; 
that the corporate accounts must show—you must be able 
to draw from the corporate accounts the amount of total 
earned surplus. 

Q. That was the important element that you had in mind 
when you spoke of an impossible situation for a corpo¬ 
ration accounting-wise, is that right? 

A. That is right. 

Q. All right. Now then, what is the true measure—the 
true earned surplus—of the corporation, where one or 
more sets of corporate books are kept which are con¬ 
flicting or may be conflicting? That is essentially a legal 
question rather than one of accounting principle, is it not ? 

A. No, it seems to me it is very definitely a question of 
accounting as to what the purposes and uses of accounting 
are in the corporate situation, and what the responsibilities 
of the accountant are in connection with the meeting of 
those needs. 

Of course, accounting and law are certainly entangled 
in various ways in corporate administration, but as 

4489 I see the picture it is the obligation of the account¬ 
ing staff, in cooperation with the administrative 

officers perhaps, to present one set of significant measures 
or accounts—certainly when it comes to the question of 
earned surplus or any accounting element that bears upon 
the earned surplus. No, in my judgment it is an account¬ 
ing matter to see that that is done. 

Q. Well, let’s assume that there are two conflicting sets 
of records showing a different amount of earned surplus, 
one of which is less than the other. The directors are 
thinking of declaring dividends. In deciding what sur¬ 
plus was actually available to them, to interpret the declara- 
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tion of dividends, they would have to consider, would they 
not, the effects of relevant legal requirements, such as the 
statute, for example, of a regulatory authority regarding 
payment of dividends, isn’t that so? 

A. Yes, I think that legal requirements may restrict 
dividend declarations quite aside from the question of 
what is the proper measure of total earned surplus in the 
particular situation; and those restrictions have to be 
observed by the responsible people. 

Q. Well, you might have one set of books kept in ac¬ 
cordance with one Commission’s determinations, and an¬ 
other set of books kept in connection with another Com¬ 
mission’s determinations, each set of books showing 

4490 a different amount of surplus. 

Now, then, let us assume that the ability of the 
corporation to pay dividends is fixed by the legal require¬ 
ments of the statute being administered by the regulatory 
authority, whose accounting requirements have resulted in 
the lesser amount of surplus being reflected. That legal 
requirement being administered by the regulatory author¬ 
ity would have to be taken into account, and, of necessity, 
would be controlling, would it not, in the decision as to the 
amount of dividends that could be lawfully declared, isn’t 
that so? 

A. Well, it would certainly have to be taken into ac¬ 
count, and might well be controlling as to the amount of 
dividend, but it doesn’t seem to me that it need be con¬ 
trolling as to what is the amount of surplus. 

Q. Is it not controlling for the purposes of the determi¬ 
nation of the amount of surplus available for dividends 
under the statute being administered by the regulatory 
authority whose accounting requirements resulted in the 
lesser amount of surplus? 

A. It may well be with respect to the question of divid¬ 
end declaration. I am trying to draw a distinction, how¬ 
ever, between the measurement of total surplus and the 
question of how much surplus might be said to be a yard¬ 
stick for dividends under a particular set of circumstances. 
It seems to me there is a distinction there. 

4491 Q. Dr. Paton, let’s assume that we have an insur¬ 
ance company operating in the State of Illinois and 
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in the State of Wisconsin. In the State of Illinois there 
is a legal requirement requiring the insurance company to 
maintain a 20 percent premium reserve. In the other State 
there is a 25 percent requirement. And in each of the States 
the requirement relates to the total business of the com¬ 
pany, whether it is intra- or interstate business. 

Now, then, under those circumstances, what premium 
reserve would you give effect to, accounting-wise, in deter¬ 
mining the measure of available surplus? 

A. Without any desire to be unresponsive, Mr. Goldberg, 
I reallv don’t think I should attempt to answer that. 

Q. Why? 

A. I know almost nothing about insurance accounting. 
It is a highly specialized field, and I am not at all sure 
that there is a very close analogy between the problem 
of measuring earned surplus in the insurance field as com¬ 
pared to other fields. I really don’t feel competent to 
attempt to express an opinion on that. 

Q. Is it because you think it is principally a legal ques¬ 
tion? 

A. No, I think it is primarily because I don’t really 
understand reserve accounting in its relationship to reserve 
surplus, as it is handled by the insurance company, 
4492 well enough. 

Q. Let’s convert our insurance company into a 
utility company, and the premium reserve into deprecia¬ 
tion reserves; and in one of the States the Utility Com¬ 
mission requires that the depreciation reserve equal 20 
percent of the plant, while in the other the requirement is 30 
percent of the plant. 

Now, then, which one do you give effect to in determining 
the measure of surplus that is available? 

A. My feeling is that the one that you should give effect 
to is the one that is most appropriate and reasonable under 
the circumstances, and it seems to me that the company and 
its accountants must decide, for purposes of presenting 
a measurement of total earned surplus, which of these fig¬ 
ures they are going to adopt for that purpose. And I 
would hope that their decision would rest upon a careful 
sizing up of the over-all situation. 

In other words, if the 20 percent were actually a fully 
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adequate reserve, according to all the evidence that was 
available, I can’t see any reason for concluding that we 
should use the 30 percent requirement in determining 
the total earned surplus of the company as an accounting 
presentation. 

Q. Suppose each of the respective commissions had de¬ 
termined that it was their percentage requirement which 
was the most appropriate and reasonable under the cir¬ 
cumstances, and that each of them had the authority 

4493 to actually require that the accounts reflect a 20 
percent reserve and a 30 percent reserve. 

Now, then, under those circumstances, how do you meas¬ 
ure the surplus available, by 20 percent or 30 percent? 

A. If I were the accountant in that case, I would be 
tempted to leave. 

Q. In other words, your accounting principles wouldn’t 
help you very much? 

A. Well, what I mean is this, that that creates—that kind 
of a situation you described creates—a very definite 
dilemma accounting-wise. 

We are saying that a corporation is subject to two dis¬ 
tinct regulatory bodies, and that each one has its own 
position clearly in mind and considers its own position 
decisive, and each one has the authority to require the 
corporation to keep its accounts in accordance with its 
recommendations. I think that the regulatory process has 
gone to the point where the accountant is in a rather bad 
way when that situation develops. 

In fact, there might be conceivably a dozen such com¬ 
missions ; and it seems to me, from the very nature of the 
case, the corporation is one distinct entity and it has one 
set of accounts; and if a corporation is faced with the 
circumstances where it has to view itself as two entities, 
and is required, under existing law and regulations, 

4494 to present, in effect, two sets of accounts, two sets 
of measures at essential points—to keep them and 

observe them—it seems to me that we have a situation in 
which a sort of basic principle of corporate accounting, 
as I have always thought of it and taught it, is violated, 
namely, that we have an entity here—one entity through 
whose eyes we are viewing an array of transactions and 
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economic situations, and assembling accounts and account¬ 
ing information from that point of view. 

I don’t know of any solution for it, if I understand your 
circumstances, within the realm of what I think of as 
settled assumptions and principles of accounting. 

If I were a member of that board, I think I would be 
nervous about doing anything. If I were a member of the 
board of directors, and a matter of that sort came up—a 
question of that sort were involved, of earned surplus under 
those circumstances, I would have much doubt about my 
rights. 

• •••••• 

4495 Q. Do you have any difficulty with the question, 
Dr. Paton? Does that help you any? 

A. Well, I understood your question, I think, in that way; 
but I am somewhat at a loss to see how the accountant can 
resolve the difficulty that way, under those circumstances. 

Q. Assume that a public utility is incorporated in Dela¬ 
ware and does business in New York, and that it purchases 
some of its own stock. 

Now assume that the laws of Delaware permit the stock 
to be charged to stock outstanding, whereas New York re¬ 
quires the purchase price to be charged to earned surplus. 

Under those circumstances, Dr. Paton, which procedure 
do you give effect to in determining the amount of earned 
surplus available? 

4496 A. In determining the total amount of earned sur¬ 
plus accounting which is in that particular case, I 

would recommend following the rule, if I understood you 
correctly, in effect in Delaware, which permits not neces¬ 
sarily all, but at least a part, of the total amount paid in 
acquiring shares to be deducted from the stated capital 
account and appropriate part to be deducted from capital 
surplus, and there might also be a distribution of earned 
surplus in the picture for a portion of the total price. And 
then, in respect to New York in which state the corporation 
does business, even though it may not be responsible in its 
accounting to New York State rules, and since it is or¬ 
ganized in Delaware, I would be inclined to call attention 
to the fact that from the standpoint of the New York stat- 
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ute, a different allocation of these dollars expended or dif¬ 
ferent method of reporting the expenditure might be neces¬ 
sary. It seems to me in that particular case, however, that, 
even from a legal point of view, if I might say so, probably 
the statute in Delaware would be more controlling because 
that is a state in which the company is organized. 

Q. The courts disagree with you, Dr. Paton. 

Let me introduce into the question the assumption that 
the company’s books must reflect the New York State’s re¬ 
quirements. Would your answer still be the same? 

A. In that particular situation, let me start afresh, 

4497 if I may, on that. 

I have been assuming for some years that as far 
as statutes of the type you refer to are concerned, that it 
would be sufficient to indicate that a portion of the surplus 
was frozen or restricted bv the statutory considerations 
rather than it were wiped out. 

1 Frankly, I think that a law that states that the entire 
acquisition, price, the amount paid to retiring shareholders, 
is per se a deduction of earned surplus, is in direct viola¬ 
tion of accounting principles. 

Q. Dr. Paton, you have stated that you would consider 
it as a restriction upon that amount of surplus. Now, I 
haven’t said that there is a segregation of surplus or appro¬ 
priation of surplus; I have said the requirement is to charge 
the price, the purchase price to surplus, thereby eliminat¬ 
ing that amount of surplus. Is your answer still the same? 

A. If that is the requirement. 

Q. Yes. 

A. Then I would say that is directly in conflict with 
sound, reasonable, proper accounting principles, and that 
no public accountant, at any rate, should acquiesce therein. 
If we come to the point or do come to the point where a 
statute compelled the corporation to physically do something 
on its books that is entirely in conflict with estab- 

4498 lished accounting, it may well be that established ac¬ 
counting cannot prevent the corporation from being 

obliged to do that. That would become simply an arbitrary 
and capricious rule of law that ignored accounting. 

Q. Whether it ignored accounting or not, if the corpora- 
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tion was required by law to do wbat the New York State 
statute required, or the New York law required, then you 
would have to give effect to the New York law in determin¬ 
ing the amount of surplus you actually had available. Isn’t 
that so? 

A. Yes, any corporation subject to New York law, if 
New York law says that they positively must not count 
their plant as an asset, for instance, and the state is able 
to enforce that principle, then the people keeping the rec¬ 
ords can be compelled, if they go on to keep the records at 
all, to give effect to the weird rule of law in the recorded 
records. It is still terrible accounting. The accountant 
might as well abdicate if you are going to have a kind of 
statute of that sort. 

Q. In one of your answers, I think the first on this hy¬ 
pothesis, you selected the State of incorporation as the state 
which you would follow, Delaware. Now, why do you 
select Delaware and slight New York? 

A. I have always had the impression that the corpora¬ 
tion in a sense is a creature of the state in which 
4499 it is incorporated. 

Q. And even though it does business in another 
state, the state of incorporation is the state that would con¬ 
trol what is on its books ? 

A. Not necessarily. As I said, in answer to your original 
question, I feel that if their business is in New York, and 
there are some requirements there that are pertinent, those 
cannot be overlooked. It all depends on circumstances. I 
would not want to say in general what it would be, whether 
it would be the proper procedure there without knowing the 
circumstances, but I would be inclined to think that the 
rule about earned surplus measurements, at least in the 
case of an ordinary corporation, would be affected by the 
law of the state in which it was incorporated. 

I am getting, I think, beyond my depth here because I 
don’t know very much about the corporation law of these 
different states. 

Q. We are moving outside the field of accounting and into 
the field of law. Isn’t that right, Dr. Paton? 

• •••••• 
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The Witness: We are in an interesting field and, of 
course, they are related. 

******* 

1789 Mr. Wahrenbrock: Mr. Examiner, I might preface 
the other matters that we will go into at this session 
of the hearing by a statement that during the recess staff 
counsel and counsel for the Respondent have reached an 
agreement, and I am now prepared to state a stipulation, in 
which I anticipate counsel for the Respondent will join, 
with respect to three amounts which were in issue and 
which are no longer in issue. 

I refer to an amount in association with the Denning ac¬ 
quisition, the amount being $255,941.55 which the Commis¬ 
sion staff had contended should be classified in Account 107, 
which the Company contended should be classified in Ac¬ 
count 100.5, and which we now stipulate should be classified 
in Account 100.5; an amount of $212,312.54 associated with 
the Picron acquisition concerning which we contended ap¬ 
propriate classification would be 107, and the Company 
100.5, and which we now stipulate to be 100.5; and an amount 
of $36,960 associated with the Dumas acquisition which we 
contended should be classified in 107, the Company in 100.5, 
and which we now stipulate should be classified in 107. 

Mr. Young: That is correct, Mr. Examiner. 

Exhibit 1. Stipulation Dated January 9, 1948 

5259 Whereas, the supplemental report of the staff of 
the Federal Power Commission (hereinafter called 
the “staff”), relating to the examination of the reclassifica¬ 
tion and original cost studies of Respondent, Arkansas 
Power & Light Company (hereinafter called “Respond¬ 
ent”), filed in this proceeding on September 27, 1944, re¬ 
flects a total amount of $21,174,256.69 as the excess book 
amount over the estimated original cost of properties of 
Respondent as of January 1, 1937; and 

Whereas, according to that supplemental report, the said 
sum of $21,174,256.69 arose in connection with the acquisi¬ 
tion of electric, water, ice, steam heat and transportation 
properties, and substantial portions of such amount are 
common to the various departments of Respondent com¬ 
pany ; and 
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Whereas, staff studies made subsequent to September 27, 
1944, indicate that the said sum of $21,174,256.69 should be 
increased by $181,282.06, to a total amount of $21,355,538.75, 
by reason of additive adjustments relating to (1) fees paid 
to affiliated companies ($68,910.30) and (2) amounts of 
$79,931.17 and $32,440.59; and 
WTiereas, such amounts of $79,931.17 and $32,440.59, were 
considered by Respondent as relating to licensed projects 
(Carpenter and Remniel, respectively) but because 
5260 of Respondent’s reclassification of its accounts in 
1945, such amounts can not now be identified in 
specific plant accounts of Respondent; and 
WTiereas, the staff studies indicate that subsequent to 
January 1, 1937, the following reductions have been made 
in said total amount of $21,355,538.75: 

By Charges to Income, Earned Surplus 

or Capital Surplus. $7,742,661.15 

By Charges to Reserve for Depreciation 3,244,121.72 
By Transfer to a Subsidiary, Capital 

Transportation Company . 1,882,327.75 

By Transfer to Account 100.1, Electric 

Plant in Service . 78,683.23 

By Transfer to Account 100.4, Electric 

Plant held for Future Use. 3,730.49 

By Charges to Account 108, Other 
Utility Plant: 

Gas Plant. $9,131.96 

Water Plant (Since re¬ 
tired) . 92,091.78 

Steam Plant. 65,339.00 

Transportation Plant 
(Since Transferred to 
Capital Transportation 

Company) . 418,629.65 

Ice Plant (Since retired) 19,095.01 604,287.40 

By Credits to Account 110, Other Physi¬ 
cal Property .( 28,860.82) 

$13,526,950.92; 


Total 













1744 


and 

Whereas, after taking the foregoing reductions into ac¬ 
count, the balance of the excess book amount, according to 
statf studies, over the estimated original cost of the proper¬ 
ties of Respondent, as of December 31,1946, is $7,828,587.83, 
recorded in the following accounts of Respondent: 


Account 100.1, Electric Plant in Service $112,371.76 

Account 100.5, Electric Plant Acquisi¬ 
tion Adjustments . 6,859,200.04 

Account 100.6, Electric Plant in Process 
of Reclassification Subsequently 
Transferred to Account 107. 857,016.03 


Total . $7,828,587.83 


5261 Now, Therefore, It Is Hereby Stipulated and 
Agreed by and between counsel for Respondent, 
Arkansas Power & Light Company, and counsel for the 
Federal Power Commission that the statements hereinafter 
set out shall be accepted as facts for the purpose of this 
proceeding, but for no other purpose. 

1. The amount of $112,371.76, consisting of the afore¬ 
mentioned items of $79,931.17 and $32,440.59, now classified 
by Respondent in Account 100.1, Electric Plant in Service, 
is excess of book amount over estimated original cost of 
properties of Respondent, as of December 31, 1946, under 
the provisions of the Federal Power Commission’s system 
of accounts as interpreted by the Commission, and may be 
deemed included in the plant accounts applicable to Re¬ 
spondent’s Pine Bluff steam generating station. 

2. The aforementioned item of $857,016.03, classified by 
Respondent in Account 100.6, Electric Plant in Process of 
Reclassification, as of December 31, 1946, is also excess 
book amount over estimated original cost of properties of 
Respondent, as of December 31, 1946, under the provisions 
of the Federal Power Commission’s system of accounts as 
interpreted by the Commission, and represents general 
service fees paid by Respondent and its predecessors to 
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Electric Bond & Share Company and Phoenix Utility Com¬ 
pany, and engineering fees paid by Respondent and its 
predecessors to Phoenix Utility Company. At the times of 
such payments, Respondent and its predecessors were 
affiliated with Electric Bond & Share Company and Phoenix 
Utility Company, and Respondent has not shown that those 
fees represent actual cost to such affiliates. The entire 
amount of $857,016.03 was, by order of the Arkansas De¬ 
partment of Public Utilities, issued on the 9th day of Janu¬ 
ary, 1945, directed to be transferred to Account 107, Elec¬ 
tric Plant Adjustments, and amortized by a charge 
5262 to earned surplus at the rate of not less than one per 
cent per month until entirely eliminated. As of Jan¬ 
uary 1, 1948, the balance thereof remaining unamortized 
in said Account 107 was $557,060.43. 

3. The aforementioned item of $6,859,200.04, now classi¬ 
fied by Respondent in Account 100.5, Electric Plant Ac¬ 
quisition Adjustments, which does not include the items of 
$112,371.76 and $857,016.03, referred to above, is the dif¬ 
ference between actual cost as claimed by Respondent and 
original cost of properties of Respondent, as of January 
1, 1937, after giving effect to subsequent dispositions and 
retirements to and including December 31,1946. 

The amount of $6,859,200.04 includes $612,000.00 relating 
to the acquisition of properties of the Caddo River Power 
& Irrigation Company. Such properties of the Caddo River 
Power & Irrigation Company, at the time of acquisition, 
consisted of projects licensed by the Federal Power Com¬ 
mission under Part I of the Federal Power Act. The Com¬ 
mission has heretofore determined the actual legitimate 
original cost of those projects and such sum of $612,000.00 
has not been claimed or allowed as any part of such actual 
legitimate cost of said licensed projects. 

It is agreed that the remaining balance of the amount of 
$6,859,200.04 after deducting the above item to which the 
staff has taken exception, or $6,247,200.04, is excess book 
amount over estimated original cost applicable to the elec¬ 
tric properties of Respondent as of December 31, 1946. 

The classification and disposition, if any, of such amount 
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constitute issues involved at the hearing to be held in the 
above-entitled matter. 

5263 4. During the year 1942, Respondent, Arkansas 

Power & Light Company, disposed of its remaining 
water and ice properties, which Respondent states had a 
book cost of $6,702,418.36. In recording the sale thereof, 
$2,968,563.S6 was charged to a composite “Reserve for 
Property Retirement” (depreciation reserve) in the books 
of account of Respondent. The staff contends that the 
amount in said reserve applicable to those properties was 
substantially less than the amount of $2,968,563.86, and, 
as a result, that the reserve for depreciation applicable to 
electric plant is deficient. Respondent denies such conten¬ 
tion and a determination of this controversy is an issue to 
be determined at the hearing. 

5. As of May 31, 1946, Respondent transferred its street 
railway and motor coach properties to its wholly-owned 
subsidiary company, Capital Transportation Company. In 
recording this transaction, Respondent removed the 
recorded cost of such facilities from its utility plant account 
by charging the amount thereof to Account 111, Invest¬ 
ments in Associated Companies, and concomitantly credited 
the same account with the amount in the “Reserve for 
Property Retirement” (depreciation reserve) applicable 
to such facilities. Included in the utility plant of Respond¬ 
ent was the amount of $1,882,327.75, which represents the 
excess of the book amount for such facilities over their 
estimated original cost. The effect of these accounting 
entries was to transfer that portion of the said amount of 
$1,882,327.75 not provided for in the “Reserve for Property 
Retirement” (depreciation reserve) to Account 111, Invest¬ 
ments in Associated Companies. 

Such excess amount over estimated original cost now 
recorded in Account 111, Investments in Associated Com¬ 
panies, arose in a “basket” transaction involving other 
utility departments, for which no segregation or alloca¬ 
tion among the utility departments was made at the time of 
the transaction or for many years thereafter. 

On the 26th day of June, 1946, the Arkansas Public 
Service Commission by order directed that the excess 
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recorded cost over the estimated original cost of the 

5264 street railway properties herein involved totaling 
$1,882,327.75 be retired by the subsidiary as the 

property to which it is applicable is retired from service. 
The subsidiary has followed the order of the Arkansas 
Public Service Commission since the date it was issued. 
The subsidiary is now engaged in converting its street 
railway and motor coach transportation system in the City 
of Little Rock to trolley bus and motor coach operations and 
a considerable portion of the street railway properties will 
be retired in this conversion together with excess cost ap¬ 
plicable to the property that is retired. As of December 
31, 1947, the subsidiary has retired $1,630,870.52 of the ex¬ 
cess in accordance with the order of the Arkansas Public 
Service Commission. The said amount of $1,630,870.52 
was disposed of by the subsidiary by charging $261,742.19 
to its reserve for property retirement, $622,524.08 to its 
earned surplus, and $746,604.25 to its capital surplus. The 
Respondent has reduced its investment in the subsidiary 
by charge to its earned surplus in the amount of $746,604.25 
being equivalent to the charge to capital surplus recorded 
on the books of the subsidiary. 

Respondent agrees that it will cause the remaining excess 
of recorded cost over estimated original cost of property 
remaining in service, totaling $251,457.23, to be retired 
or written off by the subsidiary as the property to which it 
is applicable is retired in accordance with the orders of the 
Arkansas Public Service Commission, and, in the event 
that such retirement requires a charge to capital surplus 
on the books of the subsidiary, that the Respondent will 
reduce its investment in the subsidiary by charge to its 
earned surplus in like amount. Respondent anticipates that 
the entire remaining amount of $251,457.23 will be retired 
within two years from January 1, 1948. 

5265 6. It is stipulated that an order may be entered by 
the Commission with respect to the disposition of the 

respective amounts of $112,371.76, $557,060.43 and $612,- 
000.00 referred to in paragraphs numbered 1,2 and 3 hereof, 
without the submission of further evidence with respect 
thereto by either the staff or the Respondent; and that the 
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only additional adjustments or dispositions in question 
between the staff and the Respondent in this proceeding are 
the classification and disposition of the amount of $6,247,- 
200.04, referred to in 3 above, and any adjustments to be 
made in respect of the matters set forth in Paragraph 4 
hereof. It is agreed that the matters set forth in Paragraph 
5 hereof will not be in issue at the forthcoming hearing in 
this proceeding and that jurisdiction with respect thereto 
mav be reserved bv the Commission. 

7. It is further stipulated that nothing herein set forth 
shall be construed as a waiver by Respondent of any right 
to litigate, at the hearing in this proceeding, any questions 
as to the jurisdiction of the Federal Power Commission over 
the official corporate accounts of Respondent or the extent 
to which such jurisdiction may be limited to supplemental 
or memorandum accounts or authority of the Commission 
to order any disposition of any amounts now contained in 
the accounts of Respondent. 


Exhibit 4. Show Cause Order Dated November 10, 1943 
of the Department of Public Utilities, Issued in 
Docket 225 

5438 The Department, on its own motion, on July 2,1937, 
entered an order in this Docket directing a system- 
wide investigation of the electric utility operations of the 
Arkansas Power & Light Company (hereafter referred to 
as Respondent) to be made by its various technical divi¬ 
sions. The Department, by subsequent orders, directed Re¬ 
spondent to file a detailed inventory, appraisal and audit 
of its electric operations. These have been filed with the 
Department. It is the settled policy of the Department 
to secure the lowest rates that are consistent with a fair 
return on the fair value of the electric property of Re¬ 
spondent used and useful in public service. 

Since the issuance of its order on July 2, 1937, the Re¬ 
spondent, in pursuance to subsequent departmental orders, 
has made a number of substantial reductions in its electric 
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rates. The last of such orders was issued November 7, 
1942, and resulted in a customer refund of $625,000. 

For the period of the war emergency, the Department 
adopted a policy of customer refunds to take care of excess 
earnings in order to eliminate rate base investigations 
■which are always costly, both in manpower and money. 
Such investigations are slow in reaching the desired re¬ 
sult which is the lowest rates to consumers consistent with 
a fair return upon the fair value of properties used and 
useful in public service. 

On October 7, 1943, the Department requested informa¬ 
tion from the Respondent to permit it to determine the 
amount of refund to be made to Respondent’s customers out 
of 1943 revenues. To this request the Respondent, through 
its President, advised the Department by letter “* * * 

This matter of refund is an idea and suggestion with which 
our Company cannot go along * * The Department, 
therefore, deems it advisable to proceed immediately 
5439 to the final determination of the fair value of the 
Respondent’s electric properties used and useful in 
public service, of the revenues of the Respondent and their 
relation to said fair value and of the expenses incurred in 
Respondent’s operations. 

It appears that the Respondent, in pursuance of an order 
of the Federal Power Commission directed to it, has made 
certain studies relating to the original cost of its electric 
properties and to the reclassification of such original cost 
under the system of accounts of the Federal Power Com¬ 
mission and has filed same with the Federal Power Commis¬ 
sion. It appears that the reclassification studies and state¬ 
ments filed by Respondent with the said Federal Power 
Commission -would be of material assistance to its investi¬ 
gation of Respondent’s properties and operations, although 
the uniform system of accounts previously adopted by this 
Department differs in some details from the uniform sys¬ 
tem of accounts adopted by the Federal Power Commission. 

It is therefore ordered: 

That a hearing be held in the offices of the Department 
of Public Utilities in the State Capitol, Little Rock, Ar¬ 
kansas, beginning on the 7th day of December, 1943, at 



1750 


10:00 A. M., before the Department for the purpose of de¬ 
termining and establishing a fair and reasonable rate base 
and the "rate of return thereon, conforming thereto with 
respect to Respondent’s electric properties used and useful 
for public service within the State of Arkansas, and to find 
and affix reasonable rates to be thereafter received, de¬ 
manded, or enforced by the Respondent; and in the event 
such reasonable rates be less than those now receiv ed b\ 
Respondent, that it be ordered that the same be effective 
from and after January 1,1943, and the excess, if any, over 
the rates currently charged, be refunded by the Respondent 
to its rate payers. 

The Respondent is directed to show cause, if any it may 
have, why the Department should not establish the original 
cost of Respondent’s electric properties, less accrued de¬ 
preciation, as the rate base of Respondent’s electric prop¬ 
erties used and useful in its electric operations devoted 
to public service and to affix the fair return received there¬ 
from. 

Respondent is ordered to show cause at such hearing why 
it should not be required by the Department to adjust its 
accounts to conform to the uniform system of accounts 
adopted heretofore by the Department and to write out or 
charge off any item or items carried in its books of account 
which do not reflect actual values. 

The Respondent is ordered and directed to make full and 
complete disclosures at such hearing of all the matters 
pertinent to the inquiry including, but not limited to; 

(a) All studies relating to the original cost of its electric 
properties and to the reclassification of such cost under the 
system of accounts of the Federal Power Commission which 

it has heretofore filed with said Commission, to- 
5440 gether with copies of all correspondence that has 
passed between the Respondent and the Federal 
Power Commission. 

(b) All elements of value of the properties used and 
useful in electric operations devoted to public service in 
Arkansas. 
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(c) Respondent’s operating expenses with respect to its 
said properties. 

(d) Revenues and their relation to the value of the prop¬ 
erties used and useful in public service. 

(e) Whether or not there be any items on Respondent’s 
books of accounts which do not reflect actual values. 

(f) Fair and reasonable return with respect to such 
properties. 

(g) Reasonable rates to be received, demanded or en¬ 
forced by Respondent in respect to such properties. 

By order of the Department, this 10th day of Novem¬ 
ber, 1943. 

• •••••• 


Exhibit 5. Findings and Order of the Department of 

Public Utilities Dated June 24, 1944, Docket 225. 

(See Footnote 1) 

Findings and Order 
Preliminary Statement 

All of the electric rates and electric services of the Arkan¬ 
sas Power & Light Company are under investigation in 
these proceedings. 

In these findings and order the Arkansas Power & Light 
Company will be referred to as the “Respondent”, the 
Electric Power & Light Corporation as “Electric”, the 
National Power & Light Company as “National”, the Fed¬ 
eral Power Commission as “Commission”, and the Depart¬ 
ment of Public Utilities of Arkansas as “Department”. 

Respondent was incorporated under the laws of Arkan¬ 
sas on October 2, 1926. At the time Respondent was or¬ 
ganized, the incorporators had developed comprehensive 
plans for the integration of the system which was acquired 
by Respondent at the time of its organization. These plans 
included the acquisition of additional isolated systems in the 
State for the purpose of their integration into the system, 
and the interconnection of the Arkansas system with afl5- 
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liated systems in Louisiana and Mississippi. The Respond¬ 
ent was organized for the purpose of carrying out this plan 
of integration. 

Under an agreement dated October 8, 1926, between 
Respondent and a nominee of Electric, Respondent acquired 
the physical properties of Consumers Ice and Light Com¬ 
pany and Arkansas Power Company, and also the electric 
properties in several towms and cities in Arkansas. Re¬ 
spondent also acquired shares of preferred and common 
stock in Arkansas Central Power Company, Arkansas Light 
and Power Company, East Arkansas Power and Light Com¬ 
pany and The Pine Bluff Company. By agreement dated 
October 13,1926, the physical properties of Arkansas Light 
and Power Company, The Pine Bluff Company, Arkansas 
Central Power Company and East Arkansas Power and 
Light Company were transferred to Respondent and the 
securities of those companies which Respondent had ac¬ 
quired under the agreement of October 8, 1926 were sur¬ 
rendered and cancelled. All of the foregoing properties 
were acquired by Respondent from Electric, or its nominees. 
As the result of the foregoing transfers, Respondent ac¬ 
quired, in addition to electric property, certain water, street 
railway, steam heating and ice properties which had been 
owned and operated by predecessor companies. Since Octo¬ 
ber, 1926, Respondent has acquired or constructed addi¬ 
tional electric and other property. 

All of Respondent’s electric property is located within 
the State of Arkansas. Its electric production plant as 
of December 31, 1943, had an aggregate installed capacity 
of approximately 140,000 kilowatts, and consisted of three 
hydroelectric stations, four steam stations, and eight in¬ 
ternal combustion stations. 

Respondent purchases a considerable amount of its power 
supply from integrated affiliates outside the State of Ar¬ 
kansas. It serves approximately 325 communities in Arkan¬ 
sas, including Little Rock, Pine Bluff, Stuttgart, El Dorado, 
Camden, Russellville, Malvern, Newport, Morrilton and 
Arkadelphia. The electric system of Respondent is inter¬ 
connected by transmission and distribution lines, and sub¬ 
stations, and serves the major part of the State of Arkan¬ 
sas. 
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While Respondent has been subject to the jurisdiction of 
the Department from April 2,1935 (the date of approval of 
Act 324 of the General Assembly of Arkansas of 1935 creat¬ 
ing the Department), the Department on its own motion, by 
an order of July 2, 1937, actually took, and has ever since 
retained, jurisdiction of the Respondent. The purpose of the 
order was to determine the reasonableness and lawfulness 
of all rates, rules, practices, regulations and contracts appli¬ 
cable to its electric service in Arkansas; and, if any thereof 
was found to be unreasonable, unjust or otherwise unlaw¬ 
ful, to determine and fix reasonable, lawful, just rates, regu¬ 
lations and contracts to be charged, collected and observed. 

Since the issuance of the order of July 2,1937, the neces¬ 
sary investigations of the property, records, accounts and 
affairs of the Respondent have been under way. From 
time to time the Engineering and Accounting Staffs of the 
Department engaged in the work have filed progress reports. 
Whenever the information contained in these reports ap¬ 
peared to justify a rate reduction or disclosed any unjust 
or otherwise unlawful rates or practices, the Department, 
without awaiting final conclusion of the investigation, issued 
appropriate interim orders directing the filing of schedules 
reducing rates and correcting any unjust or unlawful prac¬ 
tices. 

This course has resulted in rate reductions or refunds to 
customers aggregating $1,675,000; the last such order, a 
refund order, was issued November 27, 1942. Under it, 
the Respondent refunded to its customers $625,000 of its 
gross electric revenues for the year 1942. These orders 
have resulted in cumulative savings to the public of 
$5,687,429. 

The staff’s reports filed in 1942 indicated that by reason 
of the location of war industries in its service area, and the 
influx of labor incident thereto, Respondent would receive 
in that year, and probably for the remainder of the war 
period, what was considered to be excessive revenues. 

Notwithstanding these circumstances, the Department was 
loath to proceed with a formal rate investigation. This 
position was influenced, to a great extent, by the uncertain¬ 
ties as to the duration of the war and the effect the war’s 
ending might have upon Respondent’s revenue. This posi- 
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tion was also influenced, to some extent, by the loss of trained 
personnel on the part of both the Department and the Re¬ 
spondent to the armed forces. 

These circumstanes caused the Department to inaugurate 
the policy of requiring the Respondent, and the other utili¬ 
ties operating in the State, to refund excessive revenues, 
rather than to force rate reductions. 

The $625,000 refund was made pursuant to this policy, 
and the Department had no reason to believe that the Re¬ 
spondent would not continue to cooperate with the Depart¬ 
ment in its refund policy. However, on October 7,1943, the 
Respondent formally notified the Department that it would 
oppose and contest all further orders directing a refund of 
any of its revenues to its customers. By reason of Respond¬ 
ent’s refusal to continue its cooperation with the refund 
policy of the Department, it became necessary for the De¬ 
partment to institute and conduct this hearing to determine 
the value of Respondent’s electric property, fix a just and 
reasonable rate of return thereon, and to issue such orders 
as the facts would justify. 

Jurisdiction of this Department 

This Department was created by Act No. 324 of the Acts 
of 1935, approved April 2, 1935. It is vested with power 
and jurisdiction to regulate all public utilities doing busi¬ 
ness in Arkansas with power to prescribe reasonable, uni¬ 
form rates and practices. The Act expressly provides that 
the Department, upon its own motion, shall, upon reason¬ 
able notice after a hearing, “find and fix just, reasonable 
and sufficient rates to be thereafter observed, and enforced 
and demanded by any public utility”. The Department 
is charged with the duty to “ascertain and fix the value of 
the whole or any part of the property of any public utility”. 

Respondent is an Arkansas corporation and is engaged 
exclusively in intrastate business. The Department has 
jurisdiction to “establish a uniform system of accounts” to 
be kept by Respondent and to “prescribe the manner in 
which such accounts shall be kept ’ ’. The Department, there¬ 
fore, finds that it has jurisdiction to prescribe the manner 
in which the Respondent keeps its corporate books, accounts 
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and records, and that the books, records and accounts so 
prescribed by this Department shall be the official corporate 
accounts and records of the Company. Its jurisdiction over 
Respondent and its electric and other operations is complete 
and comprehensive and the Department is the only regula¬ 
tory authority having such all-inclusive jurisdiction. 

The Department is given power to supervise, regulate, re¬ 
strict and control the issuance of stocks, bonds, notes and 
other evidence of indebtedness by all public utilities doing 
business in Arkansas. 

The Act expressly provides that “every public utility, and 
every person or corporation, shall obey and comply with 
each and every requirement of the Act and of every order, 
decision, direction, rule or regulation made or prescribed 
by the Department in all matters herein specified, or any 
other matter in any way relating to or affecting the business 
of any public utility”. 

The foregoing powers of the Department were sustained 
by the Arkansas Supreme Court in Dept, of Public Utilities 
vs. The Ark. La. Gas Co., 200 Ark. 983. 

The Proceedings 

The Department’s Show Cause Order 

On November 10, 1943, the Department issued its order 
directing that a hearing he held to establish the fair and rea¬ 
sonable rate base and rate of return thereon with respect 
to Respondent’s electric property used and useful in the 
public service and to fix reasonable rates to be thereafter 
charged by Respondent. The Respondent was directed to 
show cause why the original cost of its electric property, 
less accrued depreciation, should not be established as its 
electric rate base and also why its books and accounts should 
not be adjusted to conform to the Department’s Uniform 
System of Accounts. Respondent was further ordered to 
show why it should not be required to write out of its ac¬ 
counts amounts which do not reflect actual value. The Re¬ 
spondent was also ordered to show cause why any rate re¬ 
duction which might be found justified by the evidence 
should not be made effective as of January 1,1943. 
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The Company's Response 

The response filed by the Company alleges, in substance, 
that the rates now being charged by Respondent are just 
and reasonable and that the Department is without power 
to make a retroactive rate reduction. It denies that ‘‘origi¬ 
nal cost” of Respondent’s electric property, less accrued 
depreciation, represents the fair value thereof, and denies 
that “original cost”, less accrued depreciation, should be 
established as the rate base. Respondent alleges that all 
items are carried in its books at not less than the present 
fair value and that the Department is without power to 
require Respondent to write any amounts out of its books. 

The Interventions 

An intervention was filed by Mr. H. K. Cochran for him¬ 
self and other consumers of the Arkansas Power & Light 
Company similarly situated. An intervention was also filed 
by certain owners of preferred stock of the Arkansas Power 
& Light Company. The questions raised by these interven¬ 
tions are substantially the same as the issues raised by the 
Department’s order and the Company’s response thereto 
and will be disposed of in connection with these findings. 

The Hearings 

Hearings were begun December 7, 1943; and, with the 
exception of a brief period during the latter part of De¬ 
cember, the taking of testimony continued with but little 
interruption until May 10,1944. Thereupon time was given 
to the parties within which to prepare and file briefs in the 
case. Oral arguments were heard by the Department June 
22, 1944. Many witnesses testified and the record is vol¬ 
uminous, consisting of 4321 pages of testimony and, in addi¬ 
tion, 159 exhibits. 

Issues 

While this is primarily a rate case involving the establish¬ 
ment of a rate base, a fair rate of return, the scope of the 
present investigation was made much broader. 
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The Respondent had not cleared its plant accounts of 
known, numerous, erroneous and inflationary entries, nor 
had it brought its books into conformity with the Depart¬ 
ment’s Uniform System of Accounts. The Department 
had not determined the original cost of the Respondent’s 
property nor allocated that, or any other cost, to or be¬ 
tween its several utility operations. Since these matters 
are relevant to the establishment of fair and just rates, all 
of them were brought within the scope of the Department’s 
show cause order. This order and the response thereto 
present the issues, as follow: 

1. What is the original cost of Respondent’s electric 
property as that term is defined in the Department’s 
Uniform System of Accounts? 

2. Should Respondent be ordered to adjust its plant 
and other accounts to comply with the requirements of 
the Department’s Uniform System of Accounts? 

3. What disposition should be made of the amounts 
found to be properly includible in Account 100.5? 

4. How should the amount found to be properly in¬ 
cludible in Account 107—Electric Plant Adjustments, 
be disposed of? 

5. Should the original cost of Respondent’s electric 
property, less accrued depreciation, be fixed as its rate 
base; and, if not, how should such rate base be deter¬ 
mined and what is the amount thereof? 

6. Are the rates now charged and demanded by Re¬ 
spondent unjust and unreasonable; and, if so, what are 
the just and reasonable rates which should be charged 
by Respondent? 

7. Should the new schedules be made retroactive to 
January 1, 1943? 

Under this order it is the duty of the Department to find 
and fix the original cost of Respondent’s electric properties; 
the actual cost thereof to the Respondent and its affiliates 
(sometimes referred to as “System Cost”); the amount at 
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which its electric properties have been recorded; to order 
and direct the making of any entries necessary to bring its 
books of account into conformity with the Department’s 
Uniform System of Accounts; and to find and fix just, rea¬ 
sonable and sufficient rates for Respondent’s electric service. 

Reclassification of Accounts 

At the time Respondent took over the property for which 
it was organized to acquire and integrate, it did not attempt 
to make any segregation upon its books of its plant accounts 
between electric, water, ice and street railway. The re¬ 
puted costs of these various utility properties and of prop¬ 
erties acquired subsequent to its organization were entered 
in lump-sum amounts. When it constructed properties, their 
cost of construction was entered in the detailed accounts, 
according to the system of accounts then followed. 

Under the Department’s Uniform System of Accounts, 
the principal balance sheet account for Electric Plant is Ac¬ 
count 100. This System, as well as that of the Federal 
Power Commission, provides six sub-accounts of Account 
100 as follows: 

100.1— Electric Plant in Service 

100.2— Electric Plant Leased to Others 

100.3— Construction Work in Progress 

100.4— Electric Plant Held for Future Use 

100.5— Electric Plant Acquisition Adjustments 

100.6— Electric Plant in Process of Reclassification 

The System further provides for one other electric ac¬ 
count, Account 107—Electric Plant Adjustments, and also, 
for Account 108—Other Utility Plant. 

These several sub-accounts were designed to show the fol¬ 
lowing: 100.1 to 100.4 inclusive—the original cost of electric 
plant acquired or constructed; 100.5—the difference between 
original cost and the cost to utility, or its affiliates, of elec¬ 
tric plant acquired as a result of arms-length transactions; 

100.6—the amount of plant account or utility property in 
process of reclassification; 107—the amount by which the 
recorded cost of electric plant at the effective date of the 
system of accounts differs from the cost of such plant to the 
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utility, or its affiliates, which is not recorded in any of the 
sub-accounts of Account 100 or Account 108. 

In May, 1940, the Respondent, pursuant to Electric Plant 
Instruction 2-D of the Uniform System of Accounts pre¬ 
scribed by the Federal Power Commission and an order of 
May 11, 1937, issued by that Commission, filed a report of 
its studies relative to the reclassification of its electric plant 
accounts as of January 1, 1937. A copy of this report has 
been introduced in this proceeding as Exhibit #1. 

The staff of the Federal Power Commission began an in¬ 
vestigation of the Respondent’s report in May 1941. The 
Department, at the invitation of the Commission, assigned 
members of its technical staff to that investigation, and at 
least one member of the Department’s staff remained on 
that assignment throughout the investigation. This ex¬ 
amination was completed by June 1942, and a copy of the 
tentative draft of the proposed joint report was furnished 
the Department’s Chief Accountant for examination and 
criticism. There was considerable correspondence, and at 
least one conference, between the staffs of the Commission 
and the Department. As a result of this conference, the 
Chief Accountant of the Department declined to sign the 
staff report as a joint report, but later furnished the Chief 
of the Commission’s Bureau of Accounts, Finance and Rates 
a letter, in which he stated that he was in agreement with the 
report as a whole but would neither approve nor disapprove 
the individual items of adjustment or their inclusion in the 
particular account to which they were assigned. A copy 
of the staff report of the Commission has been introduced 
in this record as Exhibit #105. 

On June 15, 1943, the Commission, under its Docket Xo. 
IT-5829, issued an order directing the Respondent, under 
oath, to show cause, if any it had, within ninety days from 
that date, why the Commission should not, by order, find, 
determine, and direct that certain adjusting entries be made 
in the Respondent’s accounts. In September, 1943, the 
Respondent filed its response to the Commission’s order of 
June 15,1943. This response, duly verified, has been intro¬ 
duced in this proceeding as Exhibit #2. Exhibits #1, #2 
and #105, together with supplementary exhibits, and the 
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testimony of witnesses in support of such exhibits, constitute 
the principal evidence as to the original cost of Respond¬ 
ent's electric property. Exhibit #1 is an original cost study 
from an engineering approach, and is, substantially, an orig¬ 
inal cost appraisal. This exhibit will hereafter be referred 
to as the “Engineering Study". Exhibit #105 is, in sub¬ 
stance, a rejection by the staff of the Federal Power Com¬ 
mission of this engineering approach and will be hereafter 
referred to as the ‘‘ Staff Report \ Exhibit #2 is an original 
cost study made from an accounting approach. However, 
it is replete with engineering appraisals not considered in 
Exhibit #1. Exhibit #2 will hereafter be referred to as 
the “Accounting Study". 

Original Cost 

Original cost is defined by the Department in its Uniform 
System of Accounts for Electric Utilities as the cost of 
electric plant to the person first devoting it to public service. 
This definition is identical with the definition of original 
cost adopted by the Federal Power Commission in its uni¬ 
form system of accounts for public utilities and licensees. 
It is also identical wfith the definition in the uniform system 
of accounts for electric utilities recommended by the Na¬ 
tional Association of Railroad and Utilities Commissioners. 
The term “original cost" has been discussed extensively 
in this record by several witnesses. We use the term “orig¬ 
inal cost" as defined by the Department’s system of ac¬ 
counts. 

Since it is the duty of the Department to find and fix the 
original cost of the Respondent’s properties, it is necessary 
to examine fully these studies together wfith the other rele¬ 
vant evidence. 

Engineering Study of Original Cost 

The Engineering Study was prepared by the Respondent’s 
staff and is, essentially, an original cost appraisal of the Re¬ 
spondent’s electric property as of December 31,1936. Esti¬ 
mates of original cost included therein were made by valua¬ 
tion engineers. The record discloses that this appraisal 
was based on a complete field inventory of Respondent’s 
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property. Respondent's witnesses testified that this in¬ 
ventory was unusually accurate. The record in this case 
shows that the inventory was checked by the staff of this 
Department and found to be substantially correct. It ap¬ 
pears that for the property constructed by the Respondent, 
costs as recorded by it, with corrections of construction 
overheads and interest during construction, were used. For 
properties acquired by the Respondent as operating units 
or systems, the original cost was estimated by using ma¬ 
terial and labor costs as of the nearest determinable date of 
original construction, with estimated construction overheads 
applied thereto. No effort was made in this exhibit, how¬ 
ever, to determine the original cost of properties acquired 
as operating units or systems, by separate operating units 
or systems; nor was there any effort made to determine the 
difference, if any, between the original cost of such operat¬ 
ing units or systems and the cost to the Respondent by such 
operating units or systems. No effort was made in this 
exhibit to determine the cost of its electric property to the 
Respondent or its affiliates, as required by the Department's 
system of accounts. To the extent that these requirements 
of the Department’s system of accounts were not met by the 
Engineering Study, the Department must look elsewhere in 
order to make a determination of these amounts. 

As stated, Exhibit #1 is an engineering estimate of the 
original cost of Respondent’s electric property as of De¬ 
cember 31,1936, and a classification of those costs to primary 
plant accounts, which classification is in accordance with 
the Department’s system of accounts. The original cost of 
the electric property, as of December 31,1943, has been de¬ 
termined by taking the amount shown as the original cost 
as of December 31, 1936, adding thereto the cost of con¬ 
struction of electric property during the period from Jan¬ 
uary 1,1937, to December 31,1943, inclusive, and deducting 
therefrom costs included therein for electric property re¬ 
tired during that same period of time. Obviously, a de¬ 
tailed knowledge of the actual physical units of property is 
necessary in any attempt to classify the cost of that prop¬ 
erty by primary plant accounts. The reclassification of the 
Respondent’s electric property and the inclusion of the 
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correct amounts in the primary plant accounts, as required 
bv the Department’s Uniform System of Accounts, makes 
necessary such detailed knowledge. The Engineering Study 
meets the requirements of the Department in that respect 
since the costs were built up from a detailed field inventory 
of the property. 

The Respondent insists that, insofar as the Engineering 
Study and supplementary exhibits, bringing amounts as of 
January 1, 1937, up to December 31, 1943, apply to the 
original cost of its electric property, these exhibits show 
a reasonably accurate determination; and that the method 
used is the only method available that will furnish a rea¬ 
sonable estimate. 

The original cost of the Respondent’s electric properties 
at December 31, 1943, as shown by the Engineering Study, 
subsequently corrected by additional exhibits, is as follows: 

Account 100.1—Electric Plant in 

Service . $46,115,134.86 

Account 100.3—Construction Work in 

Progress . 405,426.54 

Account 100.4—Electric Plant Held for 
Future Use . 150,117,58 


Total . $46,670,678.98 

While the Department does not disagree with the method 
employed by Respondent in making the original cost deter¬ 
mination, it is of the opinion and finds that these amounts do 
not correctly represent the original cost of the Respondent’s 
electric property. Amounts are included therein which the 
evidence shows are properly includible in Account 100.5— 
Electric Plant Acquisition Adjustment. Amounts are also 
included therein which represent the capitalized portion of 
certain fees paid to affiliates. These amounts will be dis¬ 
cussed later. 

The Staff Report is a report on the reclassification and 
original cost studies of the electric plant of the Respondent, 
as of January 1, 1937, which report was prepared by the 
staff of the Commission and shows the results of that staff’s 
examination of the studies of the Respondent, which have 
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been designated in these proceedings as the Engineering 
Study. 

The Staff Report rejected the Respondent's original cost 
and reclassification studies as not meeting the requirements 
of the Commission’s system of accounts and its order of 
May 11,1937. This report establishes $1,108,440.24 as being 
includible in Account 100.5—Electric Plant Acquisition Ad¬ 
justments, and $16,610,196.85 as being includible in Account 
107—Electric Plant Adjustments. The requirements for 
inclusion of items in these two accounts, as provided by the 
Department’s Uniform System of Accounts, are substan¬ 
tially the same as for the Commission’s Uniform System of 
Accounts, and, therefore, no distinction between the two 
systems of accounts will be made hereafter in this opinion 
when referring to Accounts 100.5 and 107. As mentioned 
before, the Department’s Chief Accountant declined to con¬ 
cur with the details of the Commission’s Staff Report, even 
though members of his staff were assigned to the joint in¬ 
vestigation. He did, however, agree that the total amount 
assignable to Accounts 100.5 and 107 was approximately 
correct but did not agree as to the segregation of the total 
amount as between the two accounts. 

The evidence presented in this case substantiates the fact 
that the amount properly assignable to Account 100.5 as 
well as the amount includible in Account 107 differ sub¬ 
stantially from the amounts shown in the Staff Report of 
the Commission. 

After giving full consideration to all of the facts and 
circumstances, the Department finds that the Engineering 
Study, as adjusted by subsequent exhibits and testimony, 
is more reliable than the Accounting Study as a basis for 
the reasonable determination of the original cost of the 
Respondent’s electric property. 

Accounting Study of Original Cost 

The Accounting Study is the Arkansas Power & Light 
Company’s response to the Commission’s order of June 15, 
1943, to show cause under its Docket No. IT-5829. An effort 
was made in this response (1) to establish an original cost 
ceiling from the books and records now available and (2) to 
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determine the acquisition cost of the electric property to 
the Respondent or its affiliates. Appendix 1 to the account¬ 
ing Study shows the details by which the Respondent at¬ 
tempted to establish an original cost ceiling, and Exhibit A 
to Appendix 1 to the Accounting Study shows, in detail, the 
computations by which the cost to the Respondent or its 
affiliates was established. 

The preponderance of testimony in this proceeding is to 
the effect that an accounting study which will furnish a 
reasonably accurate original cost ceiling cannot be made, 
unless adequate books and records are available. The evi¬ 
dence shows that, in the event an acceptable original cost 
ceiling is established by such a method, no classification of 
property by primary plant accounts can be made therefrom. 
It is necessary, therefore, to resort to an inventory and ap¬ 
praisal of the properties, where amounts assignable to the 
detailed plant accounts have been determined, and then al¬ 
locate the original cost ceiling to each plant account on the 
basis that the amount in each account bears to the total ap¬ 
praisal of the properties. We agree that, if all books and 
records pertinent to the construction and retirement of 
electric properties are available, an acceptable original cost 
ceiling can be established. These conditions do not prevail 
in this case. The record shows that complete information 
is available as to the cost of construction by the Respondent; 
but that the amounts at which electric property, both ac¬ 
quired and constructed, were retired is principally a mat¬ 
ter of conjecture. As to the construction costs and retire¬ 
ment policies of predecessor companies of the Respondent, 
the evidence shows that practically no records of any kind 
are now available and that even the Accounting Study is, 
in fact, principally an engineering estimate. 

As mentioned above, Exhibit A to Appendix 1 to the 
Accounting Study shows the determination of the acquisi¬ 
tion cost of all the properties to the Respondent or its 
affiliates. This acquisition cost will hereinafter be referred 
to as the “system cost” of the Respondent’s properties. 
This study and subsequent exhibits and explanations furnish 
ample information to the Department for its use in deter¬ 
mining the system cost of the Respondent’s properties, 
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the amount of “write-up” carried in the Respondent’s 
books of account, and, along with the original cost informa¬ 
tion contained in the Engineering Study, the difference 
between the original cost of the Respondent’s electric 
property and the system cost thereof. 

The Department also finds that the Accounting Study, 
as adjusted by subsequent exhibits and testimony, furnishes 
the only available basis for a determination of the ‘ i system 
cost” of the Respondent’s total properties, and the De¬ 
partment adopts this study, subject to further adjustments 
or corrections, as will be discussed later, as the basis for 
determination of system cost. 

Finding of Original Cost 

Exhibit #36, which is supplementary to the Engineer¬ 
ing Study, shows the original cost of electric plant as of 


December 31, 1943, as follows: 

100.1—Electric Plant in Service. $50,939,975.88 

100.3— Construction Work in Progress. 405,426.54 

100.4— Electric Plant Held for 

Future Use . 150,117.58 


Total Original Cost of Electric Plant $51,495,520.00 

The following adjustments to the above amounts are 
necessary in order to estimate correctly the original cost 
of the Respondent’s electric properties: 

(a) Account 303—Miscellaneous Intangible Plant 

This adjustment involves the amount of $4,852,102.89, 
which has been included in Account 303—Miscellaneous 
Intangible Plant, under Account 100.1—Electric Plant in 
Service. This amount is the adjusted balance of $5,264,- 
897.16, which was originally assigned to this account in the 
Engineering Study. The Respondent contended that this 
amount represents costs originally incurred by it which 
were essential to accomplishing the planned integration of 
the property, just as the new transmission lines and sub¬ 
stations connecting the property were essential from the 
standpoint of the physical development of the integrated 
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system, so that the cost was an original cost. It farther 
contended that the object of the investment and the result 
were the creation of a new and improved service instru¬ 
mentality and that the object of the expenditure, and the 
result, are entirely distinct from a plan contemplating 
merely the acquisition and continued operation of prop¬ 
erties in the manner in which they were being operated 
prior to the integration. It contended that, in view of the 
fact that the expenditures represent the original costs of 
intangible property values created in developing an in¬ 
tegrated system and are necessary and valuable as com¬ 
ponent parts of such system, it is properly classified in 
Account 303—Miscellaneous Intangible Plant, under Ac¬ 
count 100.1—Electric Plant in Service. 

The testimony of the Respondent’s witnesses is persua¬ 
sive as to the prudency of and the necessity for such expen¬ 
ditures, made in arm’s length transactions, and should not 
be dismissed from consideration in a rate base determina¬ 
tion. The Department’s Uniform System of Accounts 
provides that: 

i ‘‘Account 100.5 is designed to show the difference be¬ 
tween the cost of the utility of electric plant acquired 
as operating units or systems by purchase, merger, 
consolidation, liquidation, or otherwise, and the original 
cost of the plant, due consideration being given to 
any depreciation or amortization recorded by the 
accounting utility at the date of acquisition.” 

The foregoing provision of its Uniform System of Ac¬ 
counts provides that all amounts expended for the acquisi¬ 
tion of . operating units of property above the original cost 
thereof shall be included in Account 100.5—Electric Plant 
Acquisition Adjustments, the Department finds that the 
remaining amount of $4,852,102.89, representing miscel¬ 
laneous intangibles, is properly includible in Account 100.5, 
and that Account 100.1 should be reduced by that amount. 

(b) Organization Expenses 

This adjustment involves $27,261.87, representing organi¬ 
zation cost actually incurred by Electric at the date of 
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organization of the Respondent for which Respondent is¬ 
sued its securities but which was not recorded upon its 
books as such. The Department finds that this item should 
be charged to Account 301, a sub-account of Account 100.1, 
and credited to Account 100.5. 

(c) Fees to Affiliate 

To Account 100.1 there is charged an amount of $788,- 
105.73 representing that portion of an amount of $857,- 
016.03. The amount of $857,016.03 represents amounts paid 
to affiliates of Respondent for supervision and construc¬ 
tion fees and remaining in Respondent’s plant account as 
of December 31, 1943. The amount of profits realized by 
the affiliates from these fees should be determined (and 
the record is not now sufficient for that determination) and 
charged to Account 107. Such portion of the item of $857,- 
016.03, as, upon final analysis, shall be determined not to 
have represented profit to affiliates shall be charged to 
plant and the amount thereof assignable to electric plant 
shall be charged to Account 100.1 and the amount assign¬ 
able to other utility properties shall be charged to Account 
108. 

The Department finds, pending final determination, that 
the total amount of $857,016.03 shall be charged to Account 
100.6—Electric Plant in Process of Reclassification, and 
$788,105.73 shall be credited to Account 100.1, and $68,910.30 
shall be credited to Account 108. The amounts, if any, 
which upon analysis are found to be chargeable to Accounts 
100.1, 107 and 108, respectively, will increase the amounts 
hereinafter fixed in said accounts. 

(d) Land Costs 

The Respondent had appraisals made to determine the 
estimated original cost of various lands it had acquired for 
use in electric operations, in those cases where the Re¬ 
spondent’s records did not reflect the original cost. In the 
case of the Little Rock Steam Plant site, the site of Little 
Rock Sub-station #1, and the site of the Russellville Hydro- 
Electric Plant, these appraisals were far from accurate. 
The deeds, as reflected from the county records, are the 
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best evidence of the correct original cost. Substituting 
these correct cost figures for the corresponding appraisal 
figures used by the Respondent results in a transfer of 
$33,700 from Account 100.1 to Account 100.5 and a transfer 
of $6,300 from Account 100.4 to Account 100.5. 

(e) Interest During Construction on Mass Distribution 
Property 

The Respondent has estimated that an average period 
of construction of six months was correct in computing 
interest during construction for mass distribution prop¬ 
erty. The record reveals that the majority of this con¬ 
struction was in very small, piecemeal extensions and that 
the analysis of construction records for 1928 and 1929 
stated by Respondent’s witness to be typical and used in 
the development of the Engineering Study, together with 
an analysis of the construction records for 1937 through 
1941, reflects that interest was actually charged for a 
period of not more than two months on a 6% basis per 
annum. Substituting a two-month’s construction period, 
as reflected by the actual construction records, in place of 
the six-month’s period estimated by the Respondent, re¬ 
sults in a transfer of $90,000 from Account 100.1 to Ac¬ 
count 100.5. 

(f) Interest During Construction—Prior to 1927 

The Respondent estimated that the rate of interest to 
be charged for “Interest During Construction” should be 
6% for 1927 and subsequent periods, and 8% for the period 
prior to that time. The Department finds that the 6% 
rate for the period subsequent to 1927 is reasonable. The 
Respondent offered little, if any, proof to establish the 
8% rate estimated for the period prior to 1927. While it 
is probable that the cost of construction money for this 
particular Company’s predecessors was somewhat higher 
prior to 1927, it is equally probable that the actual cost 
of money was considerably less than 8%. The record 
further shows that the actual interest shown on the Re¬ 
spondent’s books for the period subsequent to 1927 does 
not truly reflect the actual interest expense incurred. In 
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view of these facts, the Department finds that the interest 
rate of 8% shonld be reduced to 6Vo% for the period prior 
to 1927 so as to more correctly reflect the *‘ Interest Dur¬ 
ing Construction”. This adjustment transfers $82,500 
from Account 100.1 to Account 100.5. 

(g) Omissions and Contingencies—Steam Plant Accounts 

The respondent has estimated an amount for the item 
of “Omissions and Contingencies” in Accounts #312, 
Boiler Plant Equipment, #313, Engines and Engine Driven 
Generators, and #314, Turbo-Generator Units. Through 
some misinterpretation of instructions on the part of the 
Respondent’s staff, this estimate was admittedly in excess 
of what was actually intended. The adjustment necessary 
to correct this misunderstanding transfers $44,000 from 
Account 100.1 to Account 100.5. 

(h) Administrative and Legal Expense—Prior to 1927 

The Respondent has estimated a percentage amount for 
“Administrative and Legal Expense” and that percentage 
varies by years. For the period from 1927 to 1937, this 
percentage was arrived at through an analysis of the Re¬ 
spondent’s construction records. This analysis did not 
eliminate the Electric Bond and Share Company fee dis¬ 
cussed and eliminated elsewhere in this order. The record 
shows that for the period prior to 1927, this percentage 
is purely an estimate and based, in part, if not wholly, 
upon the percentage obtained in the subsequent years. 
The elimination of the Electric Bond and Share fee from 
the analysis of “Administrative and Legal Expense” for 
the period from 1927 to 1937, would substantially reduce 
the percentages arrived at for that period and, in turn, 
should be reflected in the estimate for prior years. The 
Department therefore finds that the weighted average per¬ 
centage of 3.76% used by the Company for the period prior 
to 1927 should be reduced to 3%. This adjustment, to¬ 
gether with the elimination of the proper portion of the 
Electric Bond and Share fee, will result in an overall per¬ 
centage for administrative and legal expense, which the 
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Department believes is not unreasonable. This adjustment 
transfers $90,000 from Account 100.1 to Account 100.5. 

Conclusions as to Original Cost 

After giving effect to the foregoing adjustments, the De¬ 
partment finds that the amounts properly includible in 
Accounts 100.1, 100.3 and 100.4, as of December 31, 1943, 
are as follow: 

100.1—Electric Plant in Service. $44,986,829.13 

100.3— Construction Work in Progress. 405,426.54 

100.4— Electric Plant Held for 

Future Use. 143,817.58 


Total Original Cost of Electric Plant. $45,536,073.25 

As the result of careful consideration of the record in this 
proceeding, the Department finds that the original cost 
of the Respondent’s electric property, exclusive of amounts 
which may be assignable to Account 100.1 after further 
analysis of the amount assigned by the Department to 
Account 100.6, is $45,536,073.25 subdivided by accounts as 
shown above. 


Adjustment of Plant Account 

System Cost 

As mentioned previously, Exhibit A to Appendix 1 to 
the Accounting Study with subsequent exhibits and testi¬ 
mony which makes certain corrections to amounts con¬ 
tained therein, shows a determination of the cost of all of 
the Respondent’s properties to it or to its affiliates. 

This determination of system cost is required by the De¬ 
partment’s Uniform System of Accounts under balance 
sheet instructions pertaining to Account 100.5. These 
exhibits show the system cost of all the Respondent’s prop¬ 
erties as of December 31, 1936, to be $57,875,251.66. 

Included in the system cost determination are items 
which merit some discussion. One such item is an amount 
of $3,486,678.38, representing the amount paid by Electric 
to National for the property of The Arkansas Central 
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Power Company. The staff has caused to be brought into 
this record all available facts which might be a basis for 
holding that this was an inter-company transaction, re¬ 
sulting in a profit of approximately $1,000,000.00 to Na¬ 
tional. The assumption that a profit was made by National 
on the transaction is based on a cost assumed by an ex¬ 
aminer of the Federal Trade Commission in his report to 
that Commission. The Federal Trade Commission ex¬ 
aminer’s report has been introduced into this record by 
the Department’s staff as Exhibit #146. The record dis¬ 
closes that National acquired the Arkansas Central Power 
Company in an arm’s length transaction, along with prop¬ 
erty in Tennessee, Alabama, and Texas, for a lump sum 
price. The record also shows that the Arkansas Central 
Power Company’s properties were disposed of by National 
by a sale to Electric some two years after its acquisition 
and before the disposition of any of the other properties 
acquired along with them. The evidence discloses that the 
sale by National to Electric was made on the basis of a 
determination of a reasonable price as determined by a 
committee of directors from each of the two companies 
and that this price was the estimated cost to National. 

The evidence is undisputed that when a lump sum pur¬ 
chase of several properties is made, the measure of cost 
of each of the properties lies within the judgment of the 
purchaser. Mr. Kleinman, a man of wide experience in 
both regulatory and accounting fields, testified that “* * * 
the joint-cost principle leaves the allocation entirely in the 
jhands of the company, but when it is recorded we, as 
regulatory commission accountants, could never have criti¬ 
cized their recording as being incorrect or inequitable at 
the time they made it and they have no right to impeach 
it now.” 

The evidence also discloses that since that sale, or for 
approximately nineteen years, National has consistently 
adhered to that determination of cost of the Arkansas 
Central Power Company properties. The distribution of 
cost, as shown by Exhibit #146, is, admittedly, based on 
certain assumptions of the examiner of the Federal Trade 
Commission and represents estimates as to the cost to 
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National for the properties in the lump-sum transaction. 
Therefore, all pertinent evidence available pertaining to 
this acquisition has been considered by the Department, and 
it finds that this evidence is merely suggestive and does 
not afford sufficient grounds for holding that there was 
any intercompany profit on the transaction and that the 
amount of $3,486,678.38 paid by Electric to National is the 
system cost of the properties of the Arkansas Central 
Power Company. 

Another item included in the system cost of $57,875,251.66 
that deserves some comment is the item of $4,325,109.05, 
representing the estimated cost of properties in Arkansas 
acquired by Electric from Southern Power & Light Com¬ 
pany in an arm’s length transaction for a lump sum, whereby 
properties in Arkansas, Louisiana and Mississippi were 
involved. The record shows that the distribution of the 
lump sum price paid by Electric was examined and ap¬ 
proved by the Chief Accountant of the Department and 
that this distribution has been accepted and approved by 
other regulatory commissions having jurisdiction over the 
distribution. The Department, therefore, finds, after re¬ 
viewing all evidence, that the amount of $4,325,109.05 repre¬ 
sents the system cost of properties in Arkansas acquired 
by Electric from Southern in that particular transaction. 

Some comparatively small amounts originally included 
in the system cost study by the Respondent were questioned 
by the Department’s staff and that Respondent’s witnesses 
are in substantial agreement with the staff. These amounts 
have been excluded from the system cost by the Depart¬ 
ment. 

The Department finds that the system cost of all Re¬ 
spondent’s plant at December 31, 1936, was $57,875,251.66. 

Excess System Cost over Original Cost of All Plant — 

December 31, 1936 

As of December 31,1936, the original cost of the Respond¬ 
ent’s properties, as shown by the Engineering Study, as 
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adjusted, and Appendix 1 to Exhibit 2, and Exhibit #84, 
is as follows: 


Electric Plant. $36,471,266.44 

Water Plant . 3,791,638.01 

Gas Plant. 1,275,217.91 

Railway Plant . 3,207,239.47 

Motor Coach Plant.. 111,006.53 

Ice Plant . 1,037,863.30 

Steam Heat Plant. 289,474.63 

Other Physical Property. 170,354.33 


$46,354,060.62 

This amount deducted from the system cost, $57,875,- 
251.66, as of December 31, 1936, leaves a balance of $11,- 
521,191.04 as the excess of system cost over original cost 
as of that date. For purposes of comparison we have as¬ 
signed this total amount to Account 100.5. 


Excess Recorded Cost over System Cost of All Plant — 
December 31, 1936 


The record shows that the Plant Account as recorded as 
of December 31, 1936, was $65,566,815.26. As of the same 
date the system cost was $57,875,251.66. 

The difference between these two amounts of $7,691,563.60 
is assignable to Account 107—Electric Plant Adjustments. 
This total of $7,691,653.60, frequently referred to as 1 ‘write¬ 
ups”, is composed of the following items: 


Excess Recorded Cost over System Cost. 

Unrecorded Retirements . 

Unamortized Debt Discount and Expense 

Discount on Capital Stock. 

Capital Stock Expense . 

Contingency Reserve . 


$2,678,413.12 

605,889.64 

3,947,813.92 

75,814.12 

254,442.06 

129,150.74 


Total 


$7,691,563.60 
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To the above amount will be added all, or a portion of, 
$857,016.03, which has been assigned by the Department 
to Account 100.6—Electric Plant in Process of Reclassifica¬ 
tion. The amount assigned by the Department to Account 
100.6 represents the amount remaining in the Respond¬ 
ent’s plant accounts as of December 31, 1943, covering fees 
paid to affiliates by it, discussed in a later section of this 
order. Upon completion of further analysis by the Re¬ 
spondent and a determination by the Department, that 
portion of the $857,016.03 which represents intercompany 
profits will be assigned to Account 107 and the remainder 
will be assigned to Account 100.1 and Account 108—Other 
Utility Plant. The $857,016.03 is composed of the follow¬ 


ing items: 

Electric Plant . $788,105.73 

Gas Plant. 59,549.97 

Railway Plant. 7,020.27 

Motor Coach Plant. 682.52 

Steam Heat Plant. 1,657.54 


Total . $857,016.03 


Total Excess Recorded Cost over Original Cost All Plant — 
December 31, 1936 

The two adjustment accounts of 100.5 and 107 total $19,- 
212,754.64 as of December 31, 1936, as compared with 
$17,718,637.05 found by the Commission’s staff as assign¬ 
able to those accounts, both of which are exclusive of inter¬ 
company profits on fees paid affiliates and the determina¬ 
tion by the Department of an amount of $346,500 transferred 
from Accounts 100.1 and 100.4 to Account 100.5, which 
has been previously discussed. The assignment of the 
$346,500 to Account 100.5 increases the total amount as¬ 
signed by the Department to these two accounts, exclusive 
of intercompany profits, to: 

Account 100.5 .$11,867,691.04 

Account 107 . 7,691,563.60 


Total 


$19,559,254.64 
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Additions, Retirements and Adjustments to Plant Account 

from December 31, 1936 to December 31, 1943 

From the period of December 31, 1936, to December 31, 
1943, the Respondent has made numerous adjustments, 
corrections and additions to its plant accounts. The De¬ 
partment finds that during this period the following ac¬ 
counting entries were made: 

(1) During the year 1937, an entry was made whereby 
the plant account was credited and capital surplus debited 
with $129,190.74 representing a balance of a reserve for 
contingencies originally set up by the Arkansas Central 
Power Company and subsequently transferred to capital 
surplus on the books of Respondent. 

(2) The evidence discloses that in November and De¬ 
cember, 1939, the Respondent adjusted its plant account by 
crediting thereto $3,947,813.92 and charging the same to 
Account 140—Unamortized Debt Discount and Expense. 
Of this amount, $1,767,546 represented unamortized debt 
discount and expense with respect to the issuance and 
sale of Respondent's securities. The remainder of $2,180,- 
267.92 represented bond discount and expense, premium, 
and interest on bonds of predecessor companies. The por¬ 
tion of these items which had expired and which should 
have been charged off prior to the time of making the above 
entry was charged to Account 271, Earned Surplus. 

(3) During the years of 1941 and 1942, the Respondent 
disposed of its water and ice properties. The amounts 
assigned by the Respondent to these properties were: 

Water Property. $5,591,432.58 

Ice Property . 1,110,985.78 

Total. $6,702,418.36 

The above amount is $2,971,627.04 in excess of the con¬ 
sideration received for these properties, and that amount 
has been charged to the reserve for depreciation and re¬ 
tirement. 
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(4) During the years 1937 to 1943 numerous additions 
and retirements of plant were made by Respondent. These 
additions and retirements have been made to conform to 
the costs as shown by the original cost studies hereinbefore 
discussed. 

The Department, after analysis and careful considera¬ 
tion, finds that: $745,017.33 has been credited Account 
100.4—Electric Plant Held for Future Use, and charged 
to Account 110, Other Physical Property. This item is 
discussed elsewhere in this opinion, under the topic, 
“Blakely Dam Lands”. 

With the exception of the entry under (1) above, and the 
amount of $2,180,276.92 charged to Account 140 under (2) 
above, hereinafter expressly dealt with, the accounting en¬ 
tries made by the Respondent correctly reflect the correc¬ 
tions, adjustments, additions and retirements that should 
have been made with regard to those particular items. 

These entries with such additional entries as will be 
determined by the Department, should be and are hereby 
approved. 

Summary Analysis of Plant Account at December 31,1943 

As of December 31,1943, the Respondent’s plant account 
was recorded at a cost of $63,652,282.28. The amounts in¬ 


cluded therein are as follow: 

Original Cost all Plant. $50,351,320.64 

Excess of System Cost over Original 

Cost. ; . 8,829,386.67 

Plant Account in Process of Reclassifica¬ 
tion . 857,016.03 

Unrecorded Retirements . 605,889.64 

Excess of Recorded Cost over System 

Cost. 2,678,413.12 

Discount on Capital Stock . 75,814.12 

Capital Stock Expense. 254,442.06 


Total. $63,652,282.28 


The original cost of the Respondent’s plant is subdivided 
as follows: 
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Electric Plant. $45,536,073.25 

Gas Plant. 1,312,134.05 

Street Railway Plant. 2,521,097.31 

Motor Coach Plant. 682,357.72 

Steam Heat Plant. 272,534.14 

Other Physical Property. 27,124.17 


Total. $50,351,320.64 

The excess of system cost of the Respondent’s plant over 
the original cost thereof is subdivided as follows: 

Electric Plant. $ 6,821,229.88 

Street Railway Plant . 1,882,327.75 

Steam Heat Plant. 125,829.04 


Total. $ 8,829,386.67 

With the exception of $745,017.33 applicable to Blakely 
Dam Lands, the above schedule correctly reflects the proper 
amounts applicable to each of the individual accounts to 
which they have been assigned. 


Plant Account as of December 31,1936 and as of December 
31, 1943 

A comparison of the Respondent’s plant account as of 
December 31,1936, with that of December 31,1943, deserves 
some comment. This comparison is set up in statement 
form below: 


Original Cost 


12-31-36 12-31-43 


Electric Plant . 

Water Plant . 

Gas Plant . 

Street Railway Plant . 

Motor Coach Plant. 

Ice Plant . 

Steam Heat Plant. 

Other Physical Property .. 


$36,124,766.44 

3,791,638.01 

1,275,217.91 

3,207,239.47 

111,006.53 

1,037,863.30 

289,474.63 

170,354.33 


$45,536,073.25 

1,312,134.05 

2,521,097.31 

682,357.72 

272,534.14 

27,124.17 


Total Original Cost.... $46,007,560.62 $50,351,320.64 
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Excess of System Cost over Original Cost 

Electric Plant . $ 7,461,325.12 $ 6,821,229.88 

Water Plant. 1,799,794.57 

Street Railway Plant. 2,399,228.53 1,882,327.75 

Ice Plant. 73,122.48 

Steam Heat Plant. 134,220.34 125,829.04 

Total Excess. $11,867,691.04 $ 8,829,386.67 

Total System Cost .... $57,875,251.66 $59,180,707.31 

Plant in Process of Reclassification. $ 857,016.03 

Excess of Recorded Cost 

over System Cost 12-31-26 12-31-43 

Excess at Acquisition. $ 2,678,413.12 $ 2,678,413.12 

Unrecorded Retirements ... 605,889.64 605,889.64 

Unamortized Debt Discount 

& Expense . 3,947,813.92 

Discount on Capital Stock . 75,814.12 75,814.12 

Capital Stock Expense .... 254,442.06 254,442.06 

Contingency Reserve. 129,190.74 

Total . $ 7,691,563.60 $ 3,614,558.94 

Total Recorded Cost .. $65,566,815.26 $63,652,282.28 

Total Excess of Recorded 

Cost over Original Cost.. $19,559,254.64 $12,443,945.61 

The above statement shows that since December 31,1936, 
the Respondent has disposed of approximately $7,000,000 
of the excess of the recorded cost of its plant over the 
original cost thereof. 

The foregoing comparative tabulation shows that there 
still remains in the plant account of the Respondent $3,- 
614,558.94, representing the excess of the recorded cost of 
its plant over the System Cost thereof, of which amount 
$75,814.12 represents Discount on Capital Stock, and should 
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be charged to Account 150, and $254,442.06 represents 
capital stock expense and should be charged to Account 151 
—Capital Stock Expense, leaving a balance of $3,284,302.76 
as the excess of recorded cost over system cost, which the 
Department finds should be classified in Account 107— 
Electric Plant Adjustments. 

The Statement also shows that there still remains in 
plant account of Respondent $8,829,386.67, representing 
excess system cost over original cost. The Department 
finds that $6,947,058.92 of this amount (which includes 
$125,829.04 attributable to the steam heat plant) should be 
classified in Account 100.5 and that the remaining amount 
of $1,882,327.75 should be classified in Account 108—Other 
Utility Plant. The amount of steam heat plant is included 
in Account 100 for reasons hereinafter discussed. 

Having found the proper amounts attributable to the 
various accounts, we summarize the accounts of the Re¬ 
spondent as of December 31, 1943, as follow: 


Summary of Above Findings 

100.1—Electric Plant in Service. $45,259,363.27 

100.3— Construction Work in Progress 405,426.54 

100.4— Electric Plant Held for 

Future Use . 143,817.58 

100.5— Electric Plant Acquisition 

Adjustments. 6,947,058.92 

100.6— Electric Plant in Process of 

Reclassification . 857,016.03 

100 —Electric Plant . $53,612,682.34 

107 —Plant Adjustments. 3,284,302.76 

108 —Other Utility Plant . 6,397,916.83 

110 —Other Physical Property. 27,124.17 

150 —Discount on Capital Stock. 75,814.12 

151 —Capital Stock Expense. 254,442.06 


Having determined the amounts properly includible in the 
foregoing accounts, it becomes necessary for the Depart¬ 
ment to determine the proper accounting principles ap¬ 
plicable to Accounts 100.5 and 107 and make such disposi- 
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tion of the amounts in those accounts as the Department 
finds to be proper. 

Original Cost Accounting 

Disposition of Amount Charged to Account 107—Electric 

Plant Adjustments 

With respect to Account 107, the Department’s Uniform 
System of Accounts provides: 

“The amounts includible in this account shall be classified 
in such manner as to show the nature of each amount in¬ 
cluded herein and shall be disposed of as the Department 
may find or direct.” 

With respect to the amount of $3,284,302.76, heretofore 
classified in Account 107, the evidence discloses and the 
Department finds that it consists of $605,889.64, which is 
the amount necessary to adjust prior retirements of prop¬ 
erty to an original cost basis, and that $2,678,413.12 repre¬ 
sents the difference between the amount which Electric paid 
for the property sold to Respondent, in arm’s length trans¬ 
actions and the amount recorded by the Respondent. Based 
on the System of Accounts and evidence in the record, the 
Department finds that it should direct and order that the 
amount of $605,889.64 be charged to Account 250—Reserve 
for Depreciation or Retirement of Electric Plant. 

With respect to the balance of $2,678,413.12, the Respond¬ 
ent takes the position that this item does not represent a 
write-up; that the amount at which its Plant Account was 
carried on its books represented only the translation of ac¬ 
tual values; that to place any lesser amount in the plant 
account would have been an under-valuation and writing 
down its then existing and functioning assets; that the 
original entry represents actual cost, and that it actually 
issued and delivered to Electric, in payment for property, 
stocks and bonds representing the amount and that it should 
remain in its plant account, or at least appear upon its 
balance sheet, and should not be charged off or amortized. 

While it may be true that Respondent, in payment for 
property, issued and delivered to Electric, stocks and bonds 
in said amount, the evidence clearly shows that the trans- 
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action was not made at arms-length and that the amount 
represented a write-up—water pumped into the plant ac¬ 
counts and capital structure for the purpose of enabling 
Electric to realize a profit. 

The evidence conclusively shows that Electric caused the 
Respondent to be organized and from organization until this 
date holds the majority of its voting stock and has absolute 
control over it. The Respondent was organized pursuant to 
a plan whereby it was to acquire all the intermingled and 
interpersed physical property of several corporations and 
also scattered properties then in the name of two individ¬ 
uals, nominees of Electric, as well as to acquire other prop¬ 
erties. All of the properties acquired by the Respondent, 
with respect to which this item arose were owned or con¬ 
trolled by Electric. 

The evidence further shows that the first directors of 
Respondent were three Little Rock lawyers associated with 
the general counsel of the new company; that they acted as 
incorporators and after organization immediately resigned 
and Electric selected three New York lawyers as directors, 
all of whom were connected with the firm that represented 
Electric. Thereupon, these three New York lawyer-direc¬ 
tors passed a resolution fixing the stated value of the se¬ 
curities to be issued and delivered to Electric in payment for 
these various properties to be conveyed to Respondent. 
Apparently no appraisal of the properties was made and 
there is no evidence that any data were furnished these 
directors on which they could base an opinion as to the value 
of the assets or their costs to Electric, which it proposed to 
convey to the Respondent for securities. The sale and pur¬ 
chase was not between a willing buyer and a willing seller, 
and the Respondent was not in a position to protect its own 
interest, and those in control of its affairs apparently had 
more interest in Electric than in Respondent. The terms 
and the conditions of the transfer of the property and the 
issuance and delivery of the securities were not only sug¬ 
gested, but dictated by Electric. Looking to substance 
rather than form, the transaction was in reality one in 
which Electric was dealing with itself. The amount now 
under discussion, according to the evidence, represents 
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profit to Electric and a fictitious write-up of Respondent’s 
plant account. 

Electric was acting more or less in a fiduciary capacity 
in its transactions with Respondent It should not be per¬ 
mitted to obtain a profit out of transactions with a corpora¬ 
tion which it owned and controlled. Electric, so to speak, 
was trustee for future investors in the securities of Re¬ 
spondent; and, at the same time, was selling properties to 
it for a profit. 

The language of the late Mr. Justice Cordoza may, with 
propriety, be quoted for the purpose of depicting the course 
of conduct which Electric should have observed in the or¬ 
ganization of, and transfer of property to, the Respondent. 
He said: 

‘ ‘ Many forms of conduct permissable in a work-a-day 
world and those acting at arm’s length are forbidden 
to those bound by fiduciary ties. A trustee is held to 
something stricter than the morals of the market place. 
Not honesty alone, but the punctilio of an honor the 
most sensitive, is the standard of behavior. As to this 
there has developed a tradition that is unbending and 
inviolate.” 

We realize that the terms “write-up” or “inflationary 
items” are accounting terms which have a relationship not 
to value but to cost. From the accounting viewpoint items 
may be termed write-ups or inflationary yet represent earn¬ 
ing power or actually existing functioning assets. Respond¬ 
ent claims that it now has functioning assets which exceed 
in value the actual cost to it plus such actual write-ups as 
represented by the item under consideration. Assuming 
such to be true, we are nevertheless of the opinion that such 
an item has no place in the books of a utility, which are 
records of cost. 

The item under discussion represents a fictitious or in¬ 
flationary write-up of plant account and does not represent 
a bona fide cost of property. The provisions of the Depart¬ 
ment’s Uniform System of Accounts requires that such 
items shall be disposed of as the Department may find and 
direct. The Department is of the opinion that the amount 
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in this account should be disposed of immediately. Such 
treatment is supported by ample accounting authority. 

The Department finds, therefore, that the sum of $2,678,- 
413.12 representing the balance remaining in Account 107, 
after the credits hereinbefore directed have been made, 
should be charged to Account 271 (Earned Surplus), or to 
Account 270 (Capital Surplus) if a Capital Surplus is 
created for that purpose. 

Accounting Principles Applicable to Account 100.5 

The Department’s Uniform System of Accounts for Elec¬ 
tric Utilities provides for electric utility plant accounting 
on the basis of the original cost to the person first devoting 
the property to public service. Electric Plant Account In¬ 
struction 3, paragraph A, provides: 

‘‘All amounts included in the accounts for tangible 
electric plant, consisting of plant acquired as an opera¬ 
ting unit or system, shall be stated at the original cost 
incurred by the person who first devoted the property to 
utility service. All other tangible electric plant shall 
be included in the accounts at the cost incurred by the 
utility.” 

The Department’s order of November 10, 1943, among 
other things, required the Respondent to show cause why 
it should not be required to adjust its accounts to conform 
to the Uniform System of Accounts for Electric Utilities as 
prescribed by the Department and to write out or charge off 
any amount or amounts carried in its books of account 
which do not reflect actual values. 

The record in this case shows that there is a very sharp 
conflict of opinion in the accounting field as to the correct 
original cost accounting principles which should be applied 
with respect to public utilities. In this case, the conflict 
centers around the question as to the accounting and dis¬ 
position of the amount properly included in Account 100.5 
—Electric Plant Acquisition Adjustments. 

In support of its contention with respect to this highly 
controversial question, the Respondent has offered in evi-. 
dence the expert testimony of several witnesses who have 
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gained national reputation and who are conceded to be 
among the leaders in the accounting field. The witnesses 
for Respondent on this question were as follow: 

Mr. George 0. May of New York, who is author of “Finan¬ 
cial Accounting’ 7 and who was formerly the senior partner 
and chief executive of the firm of Price, "Waterhouse and 
Company. At one time he was consulting accountant to the 
New York Stock Exchange. 

Mr. Thomas Henry Sanders of Cambridge, Massachusetts, 
who is now professor of accounting at the Graduate School 
of Business Administration of Harvard University. He is 
the author of many books, articles and reviews on account¬ 
ing subjects, including “A Statement of Accounting Prin¬ 
ciples” in the preparation of which he collaborated with 
Mr. H. R. Hatfield and Mr. U. Moore. 

Mr. William A. Paton of Ann Arbor, Michigan, who is 
now Professor of Accounting in the School of Business Ad¬ 
ministration and Professor of Economics at the University 
of Michigan. Mr. Paton is the author of many books includ¬ 
ing “Advanced Accounting” which was published in 1941. 

Mr. Henry A. Horne of Brooklyn, New York, who is a 
member of the firm of Webster, Horne and Blanchard of 
New York and who is the author of many magazine articles 
and pamphlets on matters relating to the practices of ac¬ 
counting. 

Mr. Walter B. Cole of Fayetteville, Arkansas, who is 
Professor of Accounting in the College of Business Ad¬ 
ministration at the University of Arkansas. In addition to 
teaching, he has been engaged in the practice of accounting 
since 1926. 

Mr. Joe Bond of Little Rock, Arkansas, who is a member 
of the firm of Joe Bond and Company and who has had con¬ 
siderable experience in the regulatory field. He has been 
actively engaged in the practice of accounting for many 
years. He is a member of the American Institute for Ac¬ 
countants and has served as Secretary of the Arkansas State 
Society of Certified Public Accountants. 

The opposing views were presented in this record by Mr. 
Charles W. Smith and Mr. Fred Kleinman who testified as. 
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witnesses for the Department. Mr. Charles W. Smith is the 
Chief of the Bureau of Accounts, Finance and Rates of the 
Federal Power Commission. Mr. Fred Kleinman is Chair¬ 
man of the National Association of Railroad and Utilities 
Commissioners’ Committee on Accounts and Statistics for 
Public Utilities. He is also Chief Accountant of the Illinois 
Commerce Commission. 

The expert accounting authorities heard in this proceed¬ 
ing agree that the correct basis of accounting for recording 
fixed assets is cost. They are also in agreement that this 
cost should be the cost to the accounting company. This 
accounting principle being accepted, it seems that there 
should be little difference of opinion as to the proper method 
of accounting for the fixed assets of a public utility. Such 
is not the case, however. Charles W. Smith and Fred Klein¬ 
man, who are two of the nation’s foremost proponents of 
the “original cost” concept, take the view that any cost in¬ 
curred by the accounting utility in the acquisition of utility 
property, which cost exceeds the original cost thereof, 
should be amortized. They base this view’ upon the theory 
that sound accounting principles require the amortization 
of such items. Mr. Smith stated his views of this subject as 
follow: 

“When it comes to public utilities it seems to me that 
the case for amortizing intangibles is conclusive. While 
there may be some doubt about this matter in the case 
of industrials, I do not see how there could be any doubt 
in the case of public utilities which depend for their 
existence upon franchises given by the public w T hich is 
subject to regulation, whose intangibles are really 
created by the public, and whose intangibles would dis¬ 
appear overnight if the franchises were withdrawn or 
if the regulatory commission would fix rates so lowr as 
to yield an inadequate return thereon. Accordingly, in¬ 
stead of offending sound principles of public utility ac¬ 
counting, sound principles of accounting and public 
policy require the amortization of such items, in my 
opinion.” 
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Mr. Kleinman was asked the following question: 

“Do sound accounting principles require that an 
amount properly includible in Plant Acquisition Ad¬ 
justment Account be amortized or otherwise disposed 
of?” 

To this question he made the following reply: 

“Ultimately, yes. All intangible elements of value on 
a realistic basis, giving consideration to the period that 
had elapsed between acquisition and the date this 
writing-off process begins. Of course, the best thing 
is to write it off immediately. The tangible property 
and intangible property items probably should not be 
required to be written off faster than the property to 
which it pertains go out of existence.” 

While the above statement is somewhat ambiguous, the 
Department is of the opinion that it is Mr. Kleinman’s in¬ 
tention to support the position of Mr. Smith in this matter. 

Mr. George 0. May, witness for Respondent, was asked 
the following question: 

“Would or would not a requirement by a regulatory 
commission that all amounts in excess of original cost 
be written off, without consideration of the cost to the 

1 utility or existing values, constitute a departure from 
the generally accepted principle of accounting for fixed 
assets?” 

To this question, he made the following answer: 

“Such a requirement would constitute a definite and 
unwarranted departure from the generally accepted 
principle of accounting for fixed assets, because it 
would make original cost the sole basis of accounting 
and would completely ignore the naturally significant 
basis which is cost to the present accounting unit— 
corporation or enterprise.” 
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Later, in Mr. May’s testimony, he made the following 
statement regarding the writing off of intangibles: 

“There is no requirement, from the standpoint of 
generally accepted accounting practice, that the pur¬ 
chase costs applicable to intangibles which are co-termi- 
nous with the enterprise should be written off. My 
views on writing off intangibles are set forth at length 
in Chapter IX of ‘Financial Accounting’. I can, per¬ 
haps, summarize what I say there as follows: In my 
experience, it is only recently that any suggestion has 
been made that sound accounting theory called for the 
amortization of intangibles which have no determinable 
date of expiration of life. Accounting makes no pro¬ 
vision for the hazard that the enterprise as a whole will 
become economically obsolete. There is no basis for 
making such a provision. If that event happens, a 
large residual book value of tangible assets not writ¬ 
ten off through depreciation accounting will become 
valueless, as well as the intangible assets. There is 
no provision in accounting for this hazard in respect 
of intangible property. It seems, therefore, clear to 
me that there is even less justification for any attempt 
to write off intangible values, the life of which is co¬ 
terminous with that of the enterprise, through regular 
charges against income.” 

Joe Bond was asked the following question: 

“Mr. Bond, in your opinion, do accounting principles 
compel or even sanction the writing off of any amounts 
in 100.5 which are stated therein at cost and represent 
value?” 

His reply was: 

“No, they do not As stated before, ‘Original Cost’ can 
become the measure of the total value of a property 
only under such an edict as would impose such cost as 
a permanent limit on the value of future benefits. Were 
such a limit imposed, all costs, in excess of this amount. 
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would represent an account behind which were no pres¬ 
ent or future benefits, and correct accounting treatment 
would require that the entire amount be immediately 
written off as worthless. Until such value is frozen, 
however, or until value is definitely determined by a 
limitation on future benefits, a write-off of an amount 
segregated in this account is contrary to good account¬ 
ing and violates those rules and principles which govern 
the accounting for costs. 

“In spite of established rules governing the account¬ 
ing for costs of fixed capital, we find some regulatory 
authorities advocating the write-off of amounts segre¬ 
gated in Account 100.5, without any regard as to 
whether there was or was not any value behind these 
amounts. We even find that these authorities go so far 
as to say that such a policy is dictated by the funda¬ 
mental principles of good accounting and that the ac¬ 
counting profession would sanction, if not dictate, such 
a policy; I say with no hesitation whatsoever that this 
statement is untrue, and further, that any public ac¬ 
countant who thoroughly understands the peculiarities 
of utility accounts, and the effects on the industry of 
regulatory restrictions, would disapprove of, and even 
resist, an attempt by management to write off any in¬ 
tangible of actual value when it is stated at actual cost. 
Accountants familiar with regulatory matters have al¬ 
ways realized that recorded cost was one of the factors 
to be given consideration in the determination of a rate 
base ever since the Smythe-Ames decision, and that 
such rate base actually influenced the value of all assets, 
this value representing future earning power. These 
accountants knew, therefore, that the writing off of 
recorded costs, while the values acquired by such costs 
still remained, was equivalent to an outright destruc¬ 
tion of value. No accountant would ever be guilty of 
advocating an accounting policy which would have the 
effect of lessening the value of the assets behind the ac¬ 
counts.” 

The foregoing answers represent the view of the other 
accounting witnesses of the Respondent. 
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The Department has heard much testimony, in addition 
to the above quotations, regarding the original cost concept 
of accounting. It believes that this concept, as generally 
advocated for accounting in the regulatory field of public 
utility cost accounting, is based upon accounting principles 
or conventions evolved from entirely different economic 
concepts and from cost accounting in a field unregulated 
except as to competition. The Department finds that, in¬ 
sofar as strict accounting principles are concerned, there 
is ample authority for the amortization of the cost of in¬ 
tangibles. This accounting authority, however, does not 
presume to make the amortization of intangibles mandatory, 
even in unregulated industries. It recognizes the trustee¬ 
ship of management as the custodian of the funds of the 
particular business. It leaves the matter of the disposition 
of amounts carried in the accounts representing the costs 
of intangibles entirely to the discretion of that management. 
Accounting authority recognizes that accounting is the re¬ 
cording, classifying, and summarizing of costs and in no 
way attempts to account for values, except insofar as 
liquid assets, as distinguished from fixed assets, are con¬ 
cerned. It also recognizes that whatever values exist in 
an unregulated industry remain in that industry, regardless 
of the method of accounting for the costs thereof. 

There are those who urge that these principles do not 
apply, however, in the regulated field of public utility ac¬ 
counting. They seek to evaluate the properties of public 
utilities on the basis of the original cost of the properties 
used in public service. The Department finds that this 
view is not in accord with sound accounting principles for 
the following reasons: 

(1) Accounting for public utility plant is on the basis 
of cost rather than value. 

(2) Cost of fixed assets, as interpreted by the account¬ 
ant, is the cost to the accounting company, rather than 
cost to some prior owner. 

(3) Accounting for utility property on the basis of the 
segregation of the original cost of those properties from 
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the cost of acquisition thereof, as required by its Uniform 
System of Accounts for Electric Utilities, is not in viola¬ 
tion of sound accounting principles. 

(4) The segregation of these costs into separate sub¬ 
accounts of a balance sheet account is an expedient to 
facilitate the supervision and rate regulation of public 
utilities. 

(5) Accounting does not attempt to determine values of 
fixed assets. 

(6) Costs representing determined values are properly 
includible in the accounts of a utility regardless of the 
intangibility of the asset acquired by such cost and regard¬ 
less of the lapse of time between the occurrence of such 
costs and the evaluation of the asset acquired. 

(7) The accounting for such costs is the accounting by 
management of its trusteeship of funds. 

(8) The disposition of costs of so-called intangibles repre¬ 
senting determined value is, primarily, a matter of judg¬ 
ment of management and regulatory agencies, rather than 
a mandatory provision of accounting. 

From the standpoint of established accounting principles, 
therefore, it is apparent that an item should not be stricken 
from the record merely because it is classified by an ac¬ 
countant as an intangible asset. 

While the administration of a system of accounts, by a 
regulatory body may involve other than accounting deter¬ 
mination, it cannot direct a disposition of amounts upon 
the premise that it is suggested by sound accounting when, 
in fact, it has no such basis. Nor should we require ac¬ 
counting which is not in accord with sound accounting 
principles and practices. The record contains the state¬ 
ment that regulatory accounting has more latitude. To 
whatever extent this may be true, it is not without positive 
limitations, and care must be taken not to exercise powers 
which do not fall within the accounting field. True, our 
regulatory authority encompasses other powers than ac¬ 
counting supervision; yet we cannot legislate away existing 
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rights, destroy values, or adjudicate rights and interests 
between persons under the guise of compelling uniform 
or more informative recording and reporting. 

The Department’s System of Accounts divides the plant 
account of a utility substantially in the same manner that 
the Federal Communications Commission’s System of Ac¬ 
counts sub-divides plant accounts of telephone companies. 
Also, there is no substantial difference between the Depart¬ 
ment’s svstem and the svstem of the Federal Power Com- 
mission. Both have an Account 100.5 to which is charged 
items of the same nature and character, and both systems 
carry like provisions with respect to the disposition of 

them. The Federal Communications Commission svstem 

•» 

account which corresponds to the Department’s Account 
100.5 is Account 100.4. The Federal Communications Com¬ 
mission’s system provides: “The amounts recorded in this 
account with respect to each property acquisition shall be 
disposed of, written off, or provisions shall be made for 
the amortization thereof in such manner as this Commis¬ 
sion may direct”. (See Instruction C—under Account 
100.4). 

In American T. & T. Co. v. Federal Communications Com¬ 
mission, 299, U .S. 232, the telephone companies contended 
that Account 100.4, representing the difference between 
the original and present cost, was not to be reckoned, either 
wholly or in part, as a statement of existing assets, but 
must be written off completely and that it was a mandatory 
duty of the commission to extinguish the entire balance 
recorded in that account. This contention was based upon 
the language quoted above setting forth the disposition to 
be made of the balance charged to this account. Based on 
this contention the telephone companies took the position 
that the order establishing the system of accounts was 
void and ineffective. In disposing of this contention, the 
court said: 

“If Subdivision C, had the meaning thus imputed to it 
there would he force in the contention that the effect 
of the order is to distort in an arbitrary fashion the 
value of the assets, but the imputed meaning is not 
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the true one. The Commission is not under a duty to 
write off the whole or any part of the balance in Ac¬ 
count 100.4, if the difference between original and 
present cost is a true increment of value. On the con¬ 
trary, only such amount will be written off as appears, 
upon an application for appropriate directions, to be 
fictitious or paper increment. This is made clear, if 
it might otherwise be doubtful, by an administrative 
construction. * * * To avoid the chance of misunder¬ 
standing and to give adequate assurance to the com- 
1 panies as to the practice to be followed, we requested 
the Assistant Attorney General to reduce his state¬ 
ment in that regard to writing in behalf of the com¬ 
mission. He did this and informs us that ‘The Federal 
Communications Commission construes the provisions 
of Telephone Division Order No. 7-C, issued June 19, 

1 1935, pertaining to Account 100.4’ as meaning ‘that 
amounts included in Account 100.4 that are deemed, 
after a fair consideration of all of the circumstances, 
to represent an investment which the accounting com¬ 
pany has made in assets of continuing value will be 
retained in that account until such assets cease to 
exist or are retired; and, in accordance with Para¬ 
graph C of Account 100.4, provision will be made for 
the amortizationV’ (Emphasis supplied.) 

The court then distinguished the case before it from the 
case of New York Edison Co. v. Maltbie, 2 N. E. (2d) 277, 
wherein the court held to be void a provision of the New 
York Commission’s System of accounts which inflexibly 
required accounts similar to Account 100.4 of the Federal 
Communications Commission’s system and 100.5 of our 
system to be written off in its entirety out of surplus ir¬ 
respective of whether it represented value. 

At the time the Department adopted its system of ac¬ 
counts, the Federal Communications Commission’s system 
had received a construction from the Supreme Court of 
the United States, and it must be presumed that the De¬ 
partment, when it adopted its system, did so in the light of 
this decision. 
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This decision of the Supreme Court of the United States 
is a construction of the Federal Communications Commis¬ 
sion’s system’s provision with respect to the disposition of 
the amount charged to Account 100.4 of their system to the 
effect that the amount charged to said account shall not 
be charged off or amortized without giving consideration 
to the increment of value represented thereby. 

Since the provisions of its system with respect to the dis¬ 
position of the amouut charged to Account 100.5 is sub¬ 
stantially, if not exactly, similar to the provisions found 
in the Federal Communications Commission’s system with 
respect to Account 100.4, and since the Department’s System 
of Accounts was adopted after the Supreme Court’s con¬ 
struction of the Federal Communications Commission’s 
system, the Department believes and finds that a proper 
construction of the provision with respect to disposition of 
amounts charged to Account 100.5 does not require the 
amount remaining in said account to be charged off or 
amortized, irrespective of whether it represents value. 

Disposition of Amount Charged to Account 100.5 —Electric 

Plant Acquisition Adjustment 

The amount of $6,947,058.92 classified in Account 100.5 
as at December 31, 1943, represents the difference between 
the original cost of Respondent’s electric property and 
the amount which Electric, or Respondent, actually paid 
for the property as the result of arm’s length bargaining. 

It is readily seen that this item stands on a different 
footing from the amounts charged to Account 107. This 
is not only true with respect to accounting rules and prin¬ 
ciples, but is true in business morals and in law. Account 
107 represents what is commonly known as a write-up, 
while Account 100.5 represents part of the actual cost to 
Respondent of its property. 

Those who would charge off or provide for amortization 
of the balance remaining in Account 100.5 insist that such 
should be done because it represents payment for so-called 
intangible values. While it is true that the item may rep¬ 
resent an intangible, that fact, of itself, does not demand 
that it be given the treatment suggested. 
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In the opinion of the Departement the provisions of its 
Uniform System of Accounts were designed and intended 
to preserve rather than destroy evidence of cost incurred 
as the result of an arm’s length transaction, and do not 
require or permit arbitrary adjustments of accounts of 
the Respondent or any other public utility which have the 
effect of destroying existing valid property rights. It, 
therefore, concludes that under its system of accounts no 
amount charged to Account 100.5 should be eliminated, if 
such costs are supported by value. 

Let us now consider the question as to whether or not 
there are values behind the amounts now classified in Ac¬ 
count 100.5. An increment of value of property is any fact 
or circumstance which makes that property more useful and 
more serviceable to the owner, and, in the case of property 
devoted to a public service, that which enables its owner 
to render better, more efficient and cheaper service to the 
public. 

The evidence is conclusive that the purpose of Electric 
and the Respondent in acquiring the properties was to 
physically and corporately integrate them into one co¬ 
ordinated system, pursuant to a plan theretofore adopted. 
It is unreasonable to assume that the predecessor owners 
of these properties would have sold them at a price repre¬ 
senting a mere return of the actual cost to them of the 
physical properties. It is therefore reasonably certain that 
had the purchase price of the properties been limited to 
their original cost, neither Respondent nor Electric could 
have acquired them for any purpose. As long as these 
properties were diversely owned and operated they could 
not have been integrated, physically or corporately, unless 
all of their several owners agreed. Human experience 
teaches, even though it would have been possible to have 
reached an integration agreement, with respect to all of 
the severally and diversely owned properties, it would not 
have been practical. 

It is obvious that it is impossible under any theory of 
accounting to purge all intangible value from the records 
of a utility. Clearly intangible value exists in a rate base 
in a utility property—whether or not its presence be recog- 
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nized as such. In fact, in any operating utility there is 
complete inseparability of tangible and intangible values. 

Common ownership of these separate properties was 
necessary before integration was possible. Since Electric 
could not have purchased these going businesses and prop¬ 
erties at their original cost, the amount paid for the prop¬ 
erties, in excess of that figure, must be treated as a part 
of the cost of the entire integrated system, including the 
cost of all acquired intangibles. The question for deter¬ 
mination, therefore, is whether cost of the right to integrate 
those going concerns and properties and to acquire the 
gross businesses, the customers and other intangible values 
acquired and exercised under the circumstances here in 
evidence, is an asset of such value, or such an increment 
to value, as to justify this cost. If these rights and these 
intangibles are now actual assets of continuing value, and 
were of such value at the time the cost was incurred, the 
amount assigned to Account 100.5 on account thereof should 
not be charged off. 

It should not be necessary to enter into an exhaustive 
explanation of the benefits of physically integrated electric 
property. The development of the utility industry has 
been influenced, and the art has been advanced, more by 
the recognition of the values and extended use arising from 
wise and economical integration than, perhaps, any other 
factor. The Congress, by Section 202 (a) of the Federal 
Power Act, clearly recognized that integration of electric 
properties is definitely in the public interest. 

A very clear statement and explanation of the value and 
benefits of integration of separate electric properties is 
found in an address of Honorable Basil Manly, Vice-Chair¬ 
man of the Federal Power Commission, made before the 
World Power Conference in 1936. In part, he said: 

“When two companies or a group of companies pool 
their generating facilities, less reserve capacity is re¬ 
quired. Independent operation necessitates a reserve 
sufficient to protect a system against'a major outage. 
A coincidence of such outages, however, in two or more 
systems, is highly improbable, so that the total reserve 
of the interconnected group becomes less. • • • It 
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brings about a saving in generating capacity amount¬ 
ing to the difference between the sum of the demands of 
each system, and the new maximum demand upon the 
combining of the loads of the co-ordinated systems. 
In a major emergency, the value of interconnection 
cannot be weighed in mere dollars. # And in 

time of war, the very safety of the nation might con¬ 
ceivably depend upon the extent and character of the 
networks which would permit one region, with heavy 
industrial demands for power, to draw upon the gen¬ 
erating plants of neighboring regions.” 

The daily experience of this nation’s war industries 
proves that Mr. Manly’s words were, indeed, prophetic. 
Integration of electirc systems has accelerated the produc¬ 
tion of war materials—not by days or months, but by the 
years that would have been required to build the necessary 
generating facilities to carry that load. Integration has 
tended to shorten the war. The present emergency only 
emphasizes the inherent public advantages of integration 
in times of peace. 

Prior to the program of acquisition, construction, and 
integration which resulted in the creation of the present 
electric system of Respondent and its organization, the 
electric industry in this territory was in a pioneer and 
substantially undeveloped stage. This is made apparent by 
a comparison of the facilities in service in April, 1925, with 
the service and facilities shown at the end of what may be 
appropriately called Respondent’s major development 
period, the year 1929. The integration of the properties 
has been of substantial benefit to the public of the areas 
served now by Respondent. 

The evidence further shows that the integration was not 
the result of fortuitious circumstances. The new enter¬ 
prise was planned and promoted for the purpose of develop¬ 
ing the territory. 

The Department finds that these results could not have 
been obtained by Respondent, or by anyone else, except 
through integration of the physical properties acquired by 
it as independent operating units. The evidence is further 
conclusive that neither Respondent, nor anyone else, could 
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have successfully integrated and operated the properties 
and obtained these results except through common owner¬ 
ship thereof, and that such ownership could not have been 
acquired if Respondent, in acquiring the properties, had 
been limited in the price paid to a mere return to the various 
owners of the original cost of the physical properties. 

After consideration of all the facts and circumstances, 
the Department finds that the Respondent actually expended 
the item of $6,947,058.92, heretofore found to be chargeable 
to Account 100.5, and that it represents value as of the 
date it was expended, and that such value existed and was 
inherent in Respondent’s electric system on December 31, 
1943; and, therefore, the amount of said item should not 
be charged off or amortized, and should now be recognized 
and included as a part of the valid and present existing 
assets and values, except as follows: 

We have discussed generally the amounts properly in¬ 
cludible in Account 100.5, Electric Plant Acquisition Ad¬ 
justment, and the proper disposition of such amounts. 
Included in Account 100.5 is $904,116.10, which represents 
the increase in structural value of existing physical prop¬ 
erties over the original cost of such properties, as claimed 
by Respondent. 

While the Department does not believe that it is practic¬ 
able at this late date to determine what portion of the 
excess of system cost over original cost, represents the cost 
assigned by the purchaser to physical property acquired, 
still the Department will treat the Respondent’s claim for 
such increased structural value as an admission against its 
interest. 

The Department finds, therefore, that the $904,116.10 
included in Account 100.5 and attributable to increase in 
structural value should be amortized in the same ratio 
and at the same time as the physical property to which it 
is attached is depreciated or retired. 

Other Accounting Adjustments 
Unamortized Debt Discount and Expenses: 

As heretofore referred to, the evidence discloses that in 
1939 the Respondent adjusted its plant account by credit- 
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ing thereto $3,947,813.92 and charging the same to Account 
140 (Unamortized Debt Discount and Expense). Of the 
above amount, $1,767,546.00 represented unamortized debt 
discount and expense with respect to the issuance and sale 
of Respondent’s securities. The remainder thereof, to-wit: 
$2,180,267.92 represented bond discount and expense, pre¬ 
mium and interest on bonds of predecessor companies. The 
portion of these items which had expired and which should 
have been charged off prior to the time of making the above 
entry was charged to Account 271 (Earned Surplus). 

The Department is of the opinion and finds that the item 
of $2,180,267.92 representing bond discount, expense, pre¬ 
mium and interest on bonds of predecessor companies 
should not have been charged to Account 140. The system 
of accounts contemplates that there should only be charged 
to this account such items as represent discount and ex¬ 
penses suffered and incurred by a utility with respect to the 
issuance and sale of its own securities and not those of its 
predessor companies, unless such securities are assumed by 
the utility. 

Since this item was charged to Account 140, the proof 
shows that it has been reduced through amortization charges 
below the line, and that there remains in Account 140, as at 
December 31, 1943, only $815,546.70 of the $2,180,267.92 
charged thereto in 1939. 

The Department finds that it should order and direct Re¬ 
spondent to credit to Account 140 and charge to Account 271 
(Earned Surplus) or the Account 270 (Capital Surplus), if 
a capital surplus is created for that purpose, the sum of 
$815,546.70. 

Distribution of Balance in Reserve for Depreciation 

It appears to the Department that the Respondent has 
heretofore carried the reserve for depreciation and retire¬ 
ments of all of its properties in Account 250 (Reserve for 
Depreciation or Retirement of Electric Property) and that 
the balance in this account at January 1, 1944 was $7,104,- 
219.22 and that said balance should be secregated, leaving 
in said Account 250 only that portion of the reserve 
applicable to the electric property. 
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The Department therefore finds that the Respondent 
should be ordered and directed to charge said Account 250 
with $1,949,592.00 and credit the same to Account 253 (Re¬ 
serve for Depreciation or Retirement of Other Property) 
and of the amount of $1,949,592.00, $1,817,422.89 and $132,- 
169.11 should be earmarked respectively as applying to 
Street Railway and Motor Coach Property and Gas Prop¬ 
erty. 

Rate Base 

The Department is empowered to “find and fix just, rea¬ 
sonable and sufficient rates to be thereafter observed, en¬ 
forced and demanded by any public utility”. Sec. 19, Par. 
1, Act 324,1935. 

It is necessary, in determining the reasonableness of the 
rates, to fix the amount—a rate base—upon which the utility 
is to be allowed a return. 

The statutory powers above quoted have been construed 
by our court in the case of the Department of Public Utilities 
v. Arkansas Natural Gas Company , 200 Ark. 983, decided in 
July 1940. The Court said: * * # “it is a very comprehen¬ 
sive act of 71 sections giving the Department broad and 
comprehensive power. It was established by the Legisla¬ 
ture to act for it, and it has the same power a Legislature 
would have, it acting within the power conferred by the 
act. # • • If the Department’s order is supported by sub¬ 
stantial evidence, free from fraud, and not arbitrary, it is 
the duty of the courts to permit it to stand, even though 
they might disagree with the wisdom of the order. In such 
case our judgment will not be substituted for that of the 
Department.” 

The response in this cause alleges a violation of the Fed¬ 
eral Constitution. Therefore the holdings of the United 
States Supreme Court must be considered. Its latest opinion 
is Federal Power Commission v. Hope Natural Gas Com¬ 
pany, decided January 3,1944 L. Ed. Ad. Op. No. 5, Page 276. 
On page 283 is found the following language: “• * * 

The Commission’s order does not become suspect by reason 
of the fact that it is challenged. It is the product of expert 
judgment which carried a presumption of validity. And he 
who would upset the rate order under the act carries the 
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heavy burden of making a convincing showing that it is in¬ 
valid because unjust and unreasonable in its consequences.” 
Thus apparently the decision of our court and the federal 
court are in harmony in this regard. 

In the Hope case, supra, the court further said: “It is 
not theory but the impact of the rate order which counts. 
If the total effect of the rate order cannot be said to be unjust 
and unreasonable, judicial inquiry under the act is at an 
end. • • • Rates which enable the company to operate suc¬ 
cessfully, to maintain its financial integrity, to attract capi¬ 
tal, and to compensate its investors for the risks assumed, 
certainly cannot be condemned as invalid, even though they 
might produce only a meager return on the so-called ‘fair 
value’ rate base.” 

In exercising the very broad powers conferred by our 
statute and interpreted by our courts, we are impressed with 
one of the last public statements made by the late Joseph B. 
Eastman, who for 25 years was a member of the Interstate 
Commerce Commission, when, in discussing desirable at¬ 
tributes of members of the regulatory tribunals, said: 
“Zealots, evangelists and reformers have their place be¬ 
fore a tribunal, but not on it.” 

In this record there are three principal methods of rate 
base determination offered for our consideration. These 
will be considered seriatim. 

Original Cost Depreciated as a Rate Base: 

Most of the properties of the Respondents were dedicated 
to public service at a time when there was no Uniform Sys¬ 
tem of Accounts requiring division of plant account as in the 
current systems of both the Department and Commission. 
Each utility in the state therefore kept its books as the owner 
determined. 

The Department, in adopting its Uniform System of Ac¬ 
counts, realized that it was not possible in many instances 
to determine absolutely the original cost of plant from the 
records kept theretofore by the utilities, and provided that 
if original cost were not known, it might be estimated. This 
fact was likewise recognized by the Federal Power Commis¬ 
sion and its System of Accounts has a similar provision. 
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The original cost adopted in this record is estimated. 
While the Department believes—or it would not have ap¬ 
proved the same—that it is as near the actual original cost 
as could be determined at this time from the available rec¬ 
ords and evidence, nevertheless it is an estimate. The 
weight to be given estimated reproduction cost now ap¬ 
praisals in determination of a rate base is discussed under a 
subsequent topic of this opinion. What is there said about 
the probative value of estimates is equally applicable to 
an estimate of original cost. 

The advocates of original cost as a rate base contend that 
all arms length profit made by the dedicating owner or any 
subsequent owner should be eliminated from consideration 
in the rate base, upon the theory that such arms-length 
profit represents “intangibles”, and that intangibles should 
not be recognized in the rate base. 

We believe that the fallacy of excluding arm’s length 
profit from rate base determination can be demonstrated 
by the following illustration. Assume that a utility plant 
is constructed at a cost of one million dollars. That the day 
before it is dedicated to public service it is sold for $1,100,- 
000. That the purchasers dedicated it to public service. 
The purchaser would put it on his books at an original cost 
of $1,100,000, because it had not been dedicated prior to his 
acquisition. 

Assume the same conditions except that the utility was 
sold the day after its dedication to public service. In the 
latter instance the purchaser would put it on his books at 
an original cost of $1,000,000, and enter $100,000 in Account 
100.5—Acquisition Adjustment—and would be required to 
charge off or amortize the $100,000. 

We cannot see why the arm’s length profit to the seller 
in the one instance should be eliminated from the rate base, 
and in the other instance be included. 

The proponents of original cost permit the inclusion of 
profits made by the constructing contractor and the supplier 
of materials. We fail to see any difference in the profit rea¬ 
lized at arms length by the dedicating owner of the utility 
from any other profit. 
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There is an implication in this contention that there is 
something improper in arm’s length profit. This probably 
arises from differing concepts of value. 

A. T. Hadley, as quoted by Webster’s International Dic¬ 
tionary, 1937 Edition, under its definition of value, states: 
4 4 The commercial or competitive theory bases value upon 
what the buyer is willing and able to offer for an article. 
The socialistic theory bases value on what the article has 
cost the seller in the way of toil or sacrifice.” 

Our institution and economy were originated and de¬ 
veloped under the commercial or competitive theory com¬ 
monly referred to as private enterprise. The protagonists 
of the socialistic concept advance interesting arguments, 
some of which blindlv ignore human nature elements—for 
their position. However, until the majority of our people 
have been convinced of the soundness of their views, and 
until the socialistic concept has been adopted into our gov¬ 
ernment and economy, our actions and procedures should be 
based upon the commercial or competitive theory. 

There is another inherent fallacy in the original cost con¬ 
cept when considered as a measure for determining the value 
of a rate base. It is this: Costs—original or otherwise—are 
incurred; only value is transferred. If original cost can¬ 
not be transferred, why should it be given any greater signi¬ 
ficance than that of its original purpose, namely, an ac¬ 
counting control? 

The proponents of original cost as a rate base state that 
allowance for the intangibles should be considered in the 
rate of allowable return. They point out that 7% on $6.00 
yields the same amount of money—42^—as 6% on $7.00. 
While this is true to the extent of the return received, it is 
unsound because the investor is entitled to have his invest¬ 
ment recognized as such, and to receive a return thereon. It 
would be impossible for the investor to have his total invest¬ 
ment returned to him, under the original cost doctrine. 

With these general observations with respect to original 
cost, we now turn to the facts in the present case. The 
evidence shows that the present integrated system of the 
Respondent consisted originally of many small, separately 
operated and scattered plants and systems. These were ac- 
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quired by the Respondent, a new enterprise organized for 
the purpose of carrying out the plan of integration, and at 
prices in excess of their estimated original cost. It is rea¬ 
sonably certain that they could not have been acquired by 
the Respondent nor anyone else, at their original cost be¬ 
cause human experience teaches that men are loath to sell, 
unless a profit can be realized. Likewise, if it had been 
known at the time these properties were acquired that the 
purchaser would not be allowed to earn a return on the ex¬ 
cess of original cost, but must treat such excess as a total 
loss, no prudent man would have made an investment under 
the circumstances. 

The evidence is undisputed that Electric and Respondent 
paid for the properties $6,947,058.92 in excess of their orig¬ 
inal cost; that this payment was made as a result of arm’s 
length transactions; that the investment was made in good 
faith, and appeared at the time to be prudent. The results 
following the fulfillment of the plan of integration have 
fully justified the expenditure. To now deprive the Re¬ 
spondent of this investment, after the benefits of the plan 
have been realized and enjoyed by the public for more than 
twenty years, would deprive the Respondent of its property 
without due process, as the State and National Constitu¬ 
tions were construed, understood and applied when the in¬ 
vestment was made. 

The record shows that throughout the years since inte¬ 
gration, the dividends paid on Respondent’s common stock 
have averaged not more than a fair return. It shows that 
none of the excess investment over original cost has been 
recouped by the Respondent or its stockholders. The adop¬ 
tion of original cost would deprive Respondent’s investors 
of this investment, and in effect would amount to the taking 
of the investor’s money without due process. 

Since this excess of investment over original cost was 
prudently made, has resulted in public benefits and has not 
been recouped by the investors and today represents exist¬ 
ing and functioning values, the Department finds that it 
would be economically unsound and morally wrong to ex¬ 
clude the arm’s-length excess over original cost from the 
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rate base. The Department therefore will not adopt original 
cost depreciated as a rate base. 

Reproduction Cost New Less Depreciation: 

The Respondent urgently insists that dominant considera¬ 
tion should be given to reproduction cost new, less deprecia¬ 
tion, in the determination of its rate base. It urges that a 
conservative type of appraisal was submitted. It insists 
that the appraisal was carefully prepared. The Depart¬ 
ment’s staff checked Respondent’s inventory and found it 
to be reasonably accurate. Respondent contends that the 
labor costs and labor overheads for distribution property 
were checked and confirmed by independent contractors, 
and that the basis of pricing—July 1, 1941—was conserva¬ 
tive, since prices had advanced approximately ten per cent 
since that date. 

The Department nevertheless does not feel justified in 
giving dominant consideration to the reproduction cost in 
establishing a rate base for the following reasons: labor and 
labor overhead prices used in the appraisal were based to a 
large extent on the company’s experience. In developing 
the distribution of labor costs, Respondent claims to have 
selected large jobs during a certain period, but it is the De¬ 
partment ’s opinion that the costs as developed by Respond¬ 
ent are not representative of the costs which would be ex¬ 
perienced in wholesale construction such as is contemplated 
in reproduction cost new appraisals. 

For example, the jobs used for developing labor costs ap¬ 
pearing in the City of Little Rock showed only 23 meters 
installed, out of a total of more than 20,000, or about 1/10 
of 1%. The record clearly shows that an error of $2.30 upon 
the 23 meters used as the basis, would be magnified to an 
error of $3,394.67 when applied to the total number of 
meters, after the application of overhead and price indices 
in bringing the labor cost to July 1, 1941 price level. The 
possibility of discrepancies by reason of small sample used 
in the Respondent’s analysis of labor costs is clearly demon¬ 
strated by this and similar disclosures in the record. Piece¬ 
meal construction is more expensive than wholesale con¬ 
struction assumed in a reproduction cost new appraisal. 
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Respondent’s witnesses admitted that equally competent 
engineers would vary from five to ten percent in their re¬ 
production appraisals. When considered in connection 
with this amount of property here involved this would 
amount to a variation of estimates so great as to discredit 
their value as accurate estimates of a rate base. 

Another objection to the reproduction cost new method is 
that the rate base would be in a constant state of flux. If 
the Respondent were allowed the unearned increment result¬ 
ing from the rise in price, justice would require that the 
rate payers should be allowed the decrement of falling prices. 
A rate base should be more stable, and should not be 
markedly influenced by economic conditions. 

Reproduction cost new appraisals are estimates. The 
The record shows that even contractors bidding under the 
same economic conditions upon the same specifications vary 
as much as 100% in their estimates. This evidence is from 
two of Respondent’s witnesses. In obtaining prices of 
material, prices are often quoted by manufacturers with the 
statement that they are for appraisal purposes only. There 
is no assurance that the quoted prices are as low as they 
would be under competitive bidding. The estimates of labor 
costs, performance and efficiency of labor often vary widely. 

There is considerable question whether the property 
would be reproduced as it is today. Some of the small power 
plants are old and comparatively inefficient, and would not 
be rebuilt as they exist if the property were actually to be 
reproduced. 

Likewise, in considering reproduction cost, the present 
depreciated condition of the property must be taken into 
consideration. This again involves estimates which vary 
widely. As to depreciation, which is discussed elsewhere, 
the record shows that witnesses who testified on this subject 
differ substantially in their estimates. 

The foregoing reasons are but few among many which 
might be discussed as to why reproduction cost new should 
not be given dominant consideration in establishing a rate 
base in this case, and the Department therefore will not 
give it such consideration. *»• 
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Accrued Depreciation 

Depreciation is defined in the “Uniform System of Ac¬ 
counts for Public Utilities—Electric”, as promulgated by 
this Department, as follows: 

“Depreciation, as applied to depreciable electric plant, 
means the loss in service value not restored by current 
maintenance, incurred in connection with the consump¬ 
tion of prospective retirements of electric plant in the 
course of service from all factors causing the ultimate 
retirement of the property and against which the 
utility is not protected by insurance. Among the causes 
to be given consideration are wear and tear, decay, 
action of the elements, inadequacy, obsolescence, re¬ 
quirements of public authority, fire, tornado, and other 
casualties.” 

“Accrued depreciation”, under the above definition, rep¬ 
resents the total accrued loss in service value of physical 
property as of a given date as distinguished from “annual 
depreciation”, which represents the loss in service value 
during a specified period of one year. 

A considerable portion of the record in this case is 
directed to the question of accrued depreciation as apply¬ 
ing to Reproduction Cost. The witnesses for Respondent 
w’hile agreeing that it is practically impossible to determine 
with entire accuracy the loss in service value of physical 
property, have presented two estimates of accrued deprecia¬ 
tion. One estimate was determined on what is commonly 
known as the “observed condition method”. The other was 
based on what purports to be the “present worth method”. 

The observed depreciation method is a determination of 
loss of service value by an inspection of the property items 
and an analysis of past operations of the company, its 
maintenance policy, the age of the property, and other 
available information. This method represents an estimate 
only; and, when applied to properties such as those under 
consideration in this case, means nothing more than the 
application of the intuition of the person making the esti¬ 
mate. The Department finds that the application of the 
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observed depreciation method, as reflected by the record in 
this case, was obtained by a fallacious process of analysis. 

The present worth study of depreciation presented by 
the Respondent was based upon a determination of the 
present worth of the probable future service life of the 
property. However, the Department’s definition of de¬ 
preciation required the consideration of the present opera¬ 
tional value of the probable future service life, and the 
Department finds that, in this respect, the study presented 
by the Respondent is not complete. 

In the Respondent’s study there were available mortality 
statistics on approximately 20 per cent of the property and 
such statistics were used and form a reliable basis for 
determining the future life characteristics of this portion 
of the property. However, it was necessary to estimate 
the life expectancy of the remaining 80 per cent of the 
property, and the uncertainties of estimates on such a 
large proportion of the property produces an overall result 
which is more or less conjectural. 

The application of the two methods described above 
resulted in amounts of accrued depreciation as applying 
to Reproduction Cost which differed by approximately 
$300,000, which variation, in itself, is evidence of the un¬ 
reliability of accrued depreciation estimates. 

Both of the estimates by the Respondent were made in 
connection with a “property value” approach to a rate 
base, and are indicative of the uncertain and conjectural 
nature of all such studies. 

We have been impressed with the conflicting and confused 
ideas prevalent on the subject of depreciation, not only as 
they appear in this record, but as they appear in current 
literature and discussion on the subject. Two of the major 
points of confusion seem to result from fallacious presump¬ 
tions which are as follows: 

First, that maintenance and depreciation are independent 
of each other. The term “Depreciation” is defined in the 
System of Accounts as heretofore quoted as “• • • the 
loss in—value (of depreciable electric plant) not restored 
by current maintenance—”. Thus maintenance and de¬ 
preciation are, we think, quite properly combined. Ob- 
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viously, an imperfectly maintained property loses value, 
much more rapidly than a property adequately maintained. 
The record shows that from the viewpoint of actual opera¬ 
tions, maintenance and depreciation are not only inter¬ 
related, but inseparable. Any method of separation is 
arbitrary and imperfect. 

Second, that existing depreciation can be accurately 
measured. We are asked to believe that existing deprecia¬ 
tion in an item of property can be determined by inspec¬ 
tion, or by complicated mathematical formulae which have 
for their fundamental components, estimates derived from 
observation. It is apparent that no method, regardless of 
how sound in reasoning it may be, can be accurate, except 
by accident, when the basic figures to which the method is 
applied are largely estimates. This particular case is 
typical rather than exceptional, in that depreciation of either 
the entire property, as was the case with the observed 
depreciation study, or a large proportion of the property, 
as was the case with the present worth study, is either di¬ 
rectly or indirectly estimated. 

The determination of accrued depreciation is open to 
the additional objection that it varies, from time to time, 
depending upon the state of the art, the maintenance policy 
of the Company, the accounting policy of the Company 
with respect to arbitrary separation between maintenance 
and depreciation, and perhaps other factors. It is the 
opinion of the Department that a determination of existing 
depreciation is as illusory and conjectural as is the determi¬ 
nation of a reproduction cost new appraisal. 

It is sometimes contended that depreciation is, in fact, 
the amortization of property and that the amounts ac¬ 
crued for depreciation represent a return of capital, and 
should, for that reason, be excluded from the rate base. 
This contention is not sound because there can be no re¬ 
turn of capital except where the money representing the 
capital investment has been returned to the investor. The 
investor does not get a return of his capital until the 
investment is retired. 

The intricate problems of accrued depreciation which 
we have discussed are material in a “property value’* 
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determination of a rate base. They are, however, of no 
importance when “prudent investment” is given pre¬ 
dominant weight in determining the value of the property. 

In the application of the prudent investment standard, 
actual depreciation is of no consequence except as it is 
reflected on the book reserve of the company under con¬ 
sideration. The book reserve of Respondent represents 
that portion of the physical property which it has re¬ 
covered from its customers through rates charged for its 
services. In the application of the prudent investment 
standard, a downward adjustment in the book reserve 
would result in the allowance of capital in the rate base 
which had already been recovered by the Respondent. It 
would, therefore, be unfair to the customers. An upward 
adjustment in such reserve w’ould deprive the investors of 
the right to a return on capital which had not actually been 
recovered bv them through rates. Since the book reserve 
is excluded in the determination of a prudent investment 
rate base, there is no injustice to the customers if, in fact, 
the reserve is too high; nor does it deprive the investors 
of any capital on which they are entitled to« earn a fair 
return, if in fact, the reserve is too low. 

Prudent Investment Standard: 

As hereinbefore stated, the Department has found that 
neither original cost less depreciation nor reproduction cost 
new less depreciation furnishes a reasonably adequate 
measure for the determination of a rate base in this case. 

The prudent investment standard gained its greatest 
momentum and support as a result of the famous concurring 
opinion of Mr. Justice Brandeis in the case of Missouri 
ex rel Soutliiuestern Bell Telephone Company v. Public 
Service Commission, 262 U . S. 276, 67 L. Ed. 961, decided 
May 21, 1923, in which Mr. Justice Holmes concurred, Jus¬ 
tice Brandeis said: “The so-called rule of Smythe v. Ames 
is, in my opinion, legally and economically unsound. The 
thing devoted by the investor to public use is not specific 
property, tangible and intangible, but capital embarked in 
the enterprise. Upon the capital so invested, the federal 
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constitution guarantees to the utility the opportunity to 
earn a fair return.” 

The prudent investment standard appears to have been 
adopted by the regulatory commission and courts of Mas¬ 
sachusetts for many years. It is there applied with notable 
satisfaction from the standpoint of both the public and the 
utilities. The successful application of this principle in 
Massachusetts and certain other states over a period of 
many years affords strong arguments for the application 
of that standard in this case. 

The prudent investment standard is founded on sound 
economic and legal principles. The advantages to be 
derived from the proper application of such standards are 
manifold, both to the public and to the utilities. It is ap¬ 
propriate to discuss some of these beneficial results. 

The Prudent investment standard should be and is given 
major consideration in this case. It results in a rate base 
which is and will remain definitely certain subject only to 
future investments or reduction in fixed assets. Fluctua¬ 
tions in future price levels will not affect the rate base so 
determined, but appropriate adjustments will be made in 
the rate of return, to offset such fluctuation. The determi¬ 
nation of the prudent investment is based upon facts, rather 
than upon opinions, estimates or judgment, which, however 
honest they may be, are at best delusive and unreliable. 
The unreliability of estimates is conclusively demonstrated 
by the evidence in this record. Uncertainties and fluctua¬ 
tions will be reduced to a minimum, with a maximum benefit 
to the public and to the Respondent. 

From the standpoint of the public, the adoption of such 
a standard assures the public that it will pay only a rea¬ 
sonable rate for the cost of service. The cost of rendering 
service will necessarily be limited to reasonable operating 
expenses and depreciation plus a reasonable return upon 
the capital prudently invested in the enterprise. The rates 
of the utility companies so limited assure the consumer that 
he is not paying upon any unearned increment, and is 
afforded the full protection to which he is entitled. This is 
the limit of the powers of regulatory bodies. 

The customers of the Respondent will be substantially 
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benefited by the application of the prudent investment 
standard, because the relationship between the consumers 
and the Respondent will be placed upon a more dependable 
basis. Future rate reductions when justified will be made 
immediately, rather than after prolonged proceedings such 
as has been experienced in this case. 

The history of rate regulation reveals that it is not 
unusual for rate investigations to be legitimately extended 
over a period of many years without fault on the part of 
the public, the company or the regulatory body. The public 
suffers a great injustice in many ways by reason of such 
delays. The application of this standard in this case re¬ 
duces to a minimum this very undesirable condition. 

The advantage accruing to Respondent by the applica¬ 
tion of the prudent investment method is apparent in this 
case. It will establish fair and equitable relations between 
the public and the utility that will be certain, permanent 
and dependable. Such relations with the public are the 
principal objectives of every public utility which is ef¬ 
ficiently managed. 

It is beneficial to Respondent to eliminate those risks 
which are detrimental to its successful financial operation. 
While some degree of risk must necessarily attend all in¬ 
vestments, any standard of principle which tends to reduce 
those risks will attract capital at a reduced cost. The De¬ 
partment is of the opinion that the proper application of 
the prudent investment standard in this case will bring 
about this desired result. 

All of the witnesses who have testified on this subject 
have conceded either directly or by inference that the 
proper application of the prudent investment standard 
would result in a rate base which would be accurate, 
reasonable and equitable, both to the public and to the 
Respondent. 

The investor impliedly agrees when he invests his capital 
in a public utility that the charges or rates for service shall 
be just and reasonable to the public. He expects and is 
entitled to receive a fair return on his investment to com¬ 
pensate him for the outlay of his capital. To this extent 
the prudent investment concept affords him adequate pro- 
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tection. The existing investor receives all that he expected 
at the time he made his investment, and is deprived of no 
rights to which he is legally or morally entitled. 

The Department finds that prudency in this connection 
should be weighed, not only in the light of what might be 
prudent from the viewpoint of the stockholders, but also 
from what might be prudent after giving consideration to 
the fact that all return derived from the investment comes 
from the customers or potential customers of the company. 
It is conceivable that what might be prudent from the 
standpoint of a stockholder might w’ork an undue hardship 
upon those actually furnishing the incentive—the con¬ 
sumers. 

Finding of Rate Base 

The Department feels that it is not justified in adopt¬ 
ing prudent investment as the fixed formula for de¬ 
termining the rate base, because of the language of our 
statute creating and empowering this Department and the 
holding of our Supreme Court. Yet, under the circum¬ 
stances in this case, and after consideration of all of the 
pertinent factors, the Department is of the opinion that the 
amount prudently invested is the most equitable measure 
for the determination of such rate base. The Department 
feels that the best evidence in this record points to this 
amount prudently invested as a just measure of the fair 
value of the Respondent’s electric property. In de¬ 
termining this amount, the Department has been careful 
to strip from the Respondent’s books and records every 
item representing WTite-ups, stock-watering transactions 
or which do not represent existing value contributing to the 
improved service to the public, at reduced rates. 

Having therefore determined that in this case the value 
of the Respondent’s electric property is most accurately 
and equitably measured by the amount prudently invested 
in its electric properties, the Department finds that the 
said prudent investment in this case is $47,996,290, deter¬ 
mined as shown on the following tabulation, and the De¬ 
partment further finds that this amount shall be the rate 
base. 
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Computation of Prudent Investment in Electric Plant—December 31, 1943. 
Capital Stock 

Common and Preferred Stock. $26,579,250.00 

Capital Surplus. 5,862.12 

Earned Surplus. 1,092,176.19 

Total. $27,677,288.31 


Less: 

Remaining Write-up in Acct. 107.. 
Bond Discount and Expense Ac¬ 
count 140...... 

Capital Stock Discount Acct. 150.. 
Reacquired Capital Stock Acct. 152. 

Total. 


2,678,413.12 

2,005,893.12 

75,814.12 

129,886.38 


4,890,006.74 


Investment in Capital Stock. $22,787,281.57 

Bonds, Acct. 210 . 31,269,000.00 

Misc. Long-Term Debt Acct. 213. 17,952.00 

Investment in Long-Term Debt. 31,286,952.00 

Total Investment. $54,074,233.57 

Electric Plant Acct. 100 . 54,357,699.67 

Less: 

Electric Plant in Process of Reclassi¬ 
fication Acct. 100.6. 1,602,033.36 1,602,033.36 

Balance. 52,755,666.31 

Reserve for Depreciation or Retirement of Electric 
Plant Account 250 . 4,548,737.58 

Net Electric Plant. 48,206,928.73 

Electric Plant in Process of Reclassification Account 

100.6. 1,602,033.36 

Other Utility Plant Acct. 108 . 6,397,916.83 

Other Physical Property Acct. 110 . 27,124.17 

Investment in Associated Companies 111. 25,000.00 

Other Investments Acct. 112. 2,001.00 

Total.. 8,054,075.36 

Less: Reserve for Depreciation and Amortization of 

Other Property Acct. 253. 1 > 049,592.00 

Net Other Plant. 6,104,483.36 

Net Total Plant. 54,311,412.09 

Ratio of $48,206,928.73 of $54,311,412.09 . 88.76% 


Prudent Investment in Electric Plant, 88.76% of $54,074,233.57.. • $47,996,290.00 
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Determination of Rates 

Rate of Return 

The record shows and the Department finds that a rate 
of return of 6% upon the value of the property used and 
useful in Respondent’s electric operation is a fair, just and 
reasonable rate of return, both as to consumers and to the 
Respondent and its investors. 

The Department has found that the fair value of the 
Respondent’s electric property used and useful in its 
electric operations as of December 31, 1943, is $47,996,- 
290.00, and that a rate of 6% on that amount will afford 
it a reasonable rate of return. Therefore, the Department 
finds that $2,879,777.00 is the return herein allowed to 
Respondent. 

To this amount should be added $38,852.00 to cover the 
item of interest on electric customers’ deposits required 
by regulations of this Department. The Department’s 
Rules and Regulations Governing Public Utility Service 
require that each utility pay interest at the annual rate of 
6% on all deposits required of its customers. The primary 
purpose of any utility company in requiring deposits from 
its customers is to reduce losses on bad debts to a minimum. 
In the past the Department has made studies of the effect 
of deposit requirements on bad debt losses and has deter¬ 
mined that the requirement of deposit from customers is 
in the public interest in that it materially reduces the losses 
on bad debts. The Department, therefore, finds that 
interest paid on the deposits of the Respondent’s electric 
customers should be added to the return allowed the Re¬ 
spondent. 

Estimate of Revenues and Expenses 

Exhibits #135, 142, 143 and 144 show Respondent’s 
estimates of the revenue and expenses of its electric opera¬ 
tions for the year of 1944. This estimate was based upon 
three months’ actual and nine months’ estimated electric 
operations, and are as follows: 



1815 


Item 

Operating Revenues 

Residential.. 

Rural. 

Commercial. 

Industrial. 

Government and Municipal.... 
Sales to Other Electric Utilities. 
Sales to Railroads and Railways 
Other Electric Revenues. 


Detail Amount 


$3,325,000.00 

282,000.00 

3,017,000.00 

4,364,000.00 

3,028,000.00 

1,341,000.00 

84,500.00 

58,500.00 


Total Electric Revenues 


Operating Revenue Deductions 



Taxes. 

Rent for Operating Property. 

Retirement Reserve Appropriations 


$15,500,000.00 


6,667,000.00 

533,000.00 

3,300,000.00 

345,000.00 

1,331,000.00 


Total Operating Revenue Deductions 


12,176,000.00 


Available for Return 


$3,324,000.00 


Tlie Department’s staff took no particular exception to 
the estimates of the Eespondent of its revenues and ex¬ 
penses for the year of 1944. It did, however, question the 
continuance of sales to the temporary “war loads” of the 
Eespondent. These sales are temporary in nature and de¬ 
pendent almost entirely upon the continuation of the 
present emergency. While the Department realizes any 
estimate of the length of time such sales will continue is 
highly conjectural, it believes that rates which are made 
for the future should be based upon the reasonably 
anticipated revenues and expenses in the future. The 
Department, therefore, finds that a reasonable estimate of 
the sales shown as “Governmental and Municipal” is 
$1,028,000.00. 

A reduction in the estimated sales of the Eespondent 
carries with it a reduction in its purchased power require¬ 
ments. The Department estimates that the cost of pur¬ 
chased power of the Eespondent applicable to the estimated 
“war loads” sales not included in its computations will be 
$730,000.00 and it, therefore, finds that the Eespondent’s 
estimated operating expenses should be reduced by that 
amount. 

The Eespondent has estimated that its maintenance and 
property retirement provisions for the year of 1944 would 
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be $1,864,000.00. The Department in another section of 
this order has found that $1,600,000.00 is sufficient to cover 
the items of depreciation and maintenance. It will there¬ 
fore use $1,600,000.00 in this computation. 

The Department’s estimate of the electric operations of 
the Respondent, after giving effect to the above discussed 
adjustments and before state and federal income tax com¬ 


putations, is as follows: • 

Item Detail Amount 

Estimated Operation Revenues..$13,500,000.00 

Estimated Operating Revenue Deductions 


Operating Expenses. $5,937,000.00 

Maintenance Expenses. 533,000.00 

Taxes (Excluding Income Taxes). 1,200,000.00 

Rent for Operating Property. 345,000.00 

Depreciation Expense. 1,067,000.00 


Total Deductions. 9,082,000.00 


Balance Available for Income Taxes and Return. $4,418,000.00 


Annual Depreciation and Maintenance Allowance 

The record shows that from 1926 to 1937 the Respondent 
operated under the “retirement reserve” policy. Exhibit 
#121 shows the Respondent’s record of annual retirements 
and maintenance, and further shows that its annual main¬ 
tenance expenditures were substantially consistent, and 
varied, more or less regularly, with the total property 
being maintained and the current price of labor and 
material. There was a gradual increase in the maintenance 
expense from 1927 through 1943, with a slight decrease 
during the period from 1932 through 1934. 

Retirements by the Respondent as shown by Exhibit 
#121 have been comparatively irregular, but have shown 
a normal increase as the amount of retireable property 
increases. The Respondent’s property as a whole is com¬ 
paratively young, and its experience in retirements is like¬ 
wise comparatively limited. An analysis of the actual 
retirement experience gives little more than a slight indica¬ 
tion as to the actual annual depreciation. 

A witness testified that from the standpoint of past ex¬ 
periences, the Respondent would require between $860,000 
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and $1,000,000 for actual annual maintenance expenditures 
and retirements, without giving any effect to the accruing 
depreciation in the property or the increase in labor and 
material costs. After giving effect to these additional 
facts, the witness testified that the annual amount neces¬ 
sary for depreciation and maintenance should be not less 
than $1,500,000, or about 3% of the depreciable property, 
which is substantially less than was accrued in 1943. 

The Department has determined elsewhere in this order 
that the steam heat properties operated in connection with 
the steam generating plant at Little Rock should remain 
in the rate base for the reasons of expediency. The De¬ 
partment now finds that the net revenues derived from the 
steam heat operations should be credited to the deprecia¬ 
tion reserve to the end that an amount sufficient to write 
off this property, when it becomes impracticable to operate, 
should be provided for. 

The record further reveals that the Respondent, like all 
industry engaged in the war effort, has undoubtedly been 
handicapped in its maintenance program by lack of ma¬ 
terials and man power, and has been put to unusual strain 
to meet its demand, thus causing unusual maintenance. 
This alone would cause unusual expenditures for main¬ 
tenance and depreciation as soon as materials and labor are 
available. 

As previously explained, depreciation cannot be dis¬ 
sociated from maintenance or maintenance policies and the 
dividing line between them must of necessity be arbitrary. 
The annual allowance for maintenance and depreciation, 
therefore, should be such an amount as will assure efficient 
service to the public; and, at the same time, protect the 
integrity of the investment. Public interest requires that 
the property used in electric operations be maintained at 
the highest level of efficiency practicable. 

We find that the existing book reserve of Respondent 
represents that portion of the cost of property which has 
actually been recovered through rates. We will make a 
reasonable allowance of an amount sufficient to cover both 
maintenance and depreciation for the future. Out of this 
allowance, Respondent shall be permitted to make such 
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maintenance expenditures as its managerial judgment 
shall dictate, the balance of the allowance to be entered 
in the depreciation reserve. 

It is realized that without prophetic powers, the exact 
amount necessary for these purposes cannot now be ascer¬ 
tained. Therefore, the allowance will be re-examined from 
time to time in the light of experience and necessary adjust¬ 
ments will be made as the circumstances require, in order 
to protect the interests of both the public and the investors. 

The adequacy of such allowance for depreciation depends 
on the amounts expended for maintaining the property. 
If Respondent expends large amounts for the maintenance 
of its property, depreciation payments which the customers 
of Respondent are called upon to make are correspondingly 
reduced. The distribution of the amount allowed, as be¬ 
tween maintenance and replacements chargeable to de¬ 
preciation, is a function of management; and, quite ob¬ 
viously, is affected by varying conditions existing from 
time to time. Since the Department quite properly has no 
management functions, it cannot make the day to day, 
month to month determination as to whether particular 
items of property should be maintained or replaced. 

We are not justified, however, in allowing Respondent 
substantial amounts for depreciation of its property at the 
expense of the customers; and, at the same time, giving 
management complete freedom with respect to mainten¬ 
ance. 

We, therefore, conclude that the balance in the deprecia¬ 
tion reserve, as of December 31, 1943, applicable to electric 
property, of $5,154,627.22 represents the amount contri¬ 
buted by the rate payers to cover depreciation which has 
not been restored by the Respondent at that date, and, that 
the Respondent should accrue an amount of $1,600,000, plus 
3% of the net additions subsequent to January 1, 1944, as 
the annual allowance for maintenance and depreciation, 
until further orders from this Department. 

Finding of Rate Reduction 

A determination of the excess net return of the Respond¬ 
ent from its electric operations and the necessary reduction 
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in gross revenues in order to effect this reduction in net 
revenue is shown below: 

Return allowed $2,879,777.00 

Interest on Customers ’ Deposits 38,852.00 

Total $2,918,629.00 

The above amount of $2,918,629.00 allowed by the Depart¬ 
ment is net after the deduction of state and federal income 
and excess profits taxes. The Department has estimated 
that the net income before state and federal income and ex¬ 
cess profits taxes in order to produce the above net after 
taxes will very closely approximate $3,442,629.00. 

The Department has found that the estimated net revenue 
of the Respondent before state and federal income taxes 
will be $4,418,000.00. The amount of the reduction in Re¬ 
spondent’s gross electric revenue is determined by the De¬ 
partment as follows: 

Estimated Return $4,418,000.00 

Allowed Return 3,442,629.00 

Indicated Reduction $ 975,371.00 

The Department, therefore, finds that the rates now 
charged by Respondent are unjust, unreasonable and exces¬ 
sive and that a reduction of $975,000.00 in the gross electric 
revenues of Respondent should be effected. 

Future Excess Revenue 

As hereinbefore noted, the Department has estimated the 
net revenues of Respondent’s electric operations, before in¬ 
come taxes, to be $4,418,000.00. This estimate is based upon 
Respondent’s estimate of revenues and expenses for the 
year 1944. The Department has also found, elsewhere in 
this opinion, the electric rate base of Respondent and the 
fair rate of return thereon. 

Based upon these findings, the Department has found that 
there should be a substantial reduction in the gross electric 
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revenues so that the rates collected by Respondent from its 
customers will be just and reasonable. 

In making these findings, the Department has given care¬ 
ful consideration to the fact that this nation has been en¬ 
gaged, since December, 1941, in a World War which has 
brought about economic conditions never before experienced 
by the people. No one can predict the duration of the pres¬ 
ent conflict. Even in normal times, a prediction as to eco¬ 
nomic conditions which will prevail at any time in the future 
is highly conjectural. This uncertainty as to future condi¬ 
tions is magnified many times by the existing war. 

During the period of the War, the revenues of the Re¬ 
spondent will, in all probability, equal, if not exceed, the 
estimate of revenues upon which this order is based. Dur¬ 
ing the readjustment period following the War, there might 
result such a reduction in revenues of Respondent as to make 
a rate increase necessary. Such a rate increase would come 
at a time when the customers would be least prepared to 
meet the impact of an increase in living expenses. The 
Department therefore finds that the public interest requires, 
and the Department will so direct, that Respondent create 
a special reserve out of the excess gross electric operating 
revenues accruing to Respondent during the period of the 
War, such special reserve to form a cushion against decrease 
in revenues and a corresponding increase in rates during the 
readjustment period. 

The Department would be derelict in the performance of 
its duty if it failed to take every reasonable precaution to 
protect the interest of the public during the readjustment 
period which will necessarily follow the cessation of hos¬ 
tilities. 

Fully mindful of the intricacy of the problem, the Depart¬ 
ment has made what it believes to be a reasonably adequate 
provision to protect Respondent’s customers against an in¬ 
crease in rates which might otherwise be necessary by rea¬ 
son of a reduction in revenues of Respondent during the 
readjustment period. The provision is also designed to 
protect the return of Respondent during the readjustment 
period so that the return will, at all times, be fair and 
reasonable under the rate of return as fixed by this order. 


1821 

These provisions will appear in the Order section of this 
opinion. 

Miscellaneous Topics 
Steam Heat Property 

The record properly shows that the steam heat system 
, which is operated in connection with the Little Rock gener¬ 
ating plant, is theoretically not a part of the electric prop¬ 
erty. The operating costs are carried as electric operations, 
and cannot be separated with any degree of accuracy. The 
steam used by the system is a product of the electric opera¬ 
tions, being exhausted from a turbo generator in the Little 
Rock power plant. This steam has value, and imposes a 
slight penalty on power generation. The employees of the 
power plant maintain and operate the steam heat facilities. 

The determination of the value of steam used in the steam 
heat operations would be arbitrary and intricate to the ex¬ 
tent that its accuracy would be extremely doubtful. The 
allocation of operating and maintenance payrolls and ex¬ 
pense would be purely speculative. The gross revenues 
from steam heat operations are less than three-tenths of one 
per cent of the gross electric revenues. In view of these 
facts and in view of the small amount of property involved, 
the Department finds it expedient to include the steam heat 
property, together with the expense and revenues attribut¬ 
able thereto, with the electric system. 

Working Capital and Material and Supplies 

In instances where reproduction cost new is given domi¬ 
nant consideration in determining a rate base, allowance for 
w r orking capital and material and supplies is added to the 
value of the property. In this case, we have measured the 
rate base by the amount which Respondent had prudently 
invested in the enterprise. This method automatically in¬ 
cludes all allowances necessary for a successful operation, 
therefore, it is not necessary to discuss the evidence with 
respect to cash working capital, etc., or to make any sepa¬ 
rate allowance therefor. 
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Fees Paid to Affiliates 

(a) Phoenix Utility Company and Phoenix Engineering 
Corporation Fees 

The record in this case shows that the Respondent paid to 
Phoenix Utility Company and Phoenix Engineering Corpo¬ 
ration a remaining net amount of $442,511.01 as construction 
fees pursuant to the five contracts between the companies, 
evidence of which contracts appears in this record. These 
fees have been capitalized by the Respondent as part of the 
original cost of construction of the Respondent's property. 

The Electric Power and Light Company at that time 
owned and now owns all the common stock of the Arkansas 
Power & Light Company. The Electric Bond and Share 
Company has at all times, since 1925, owned not less than 
16.85% of the stock of Electric and also all the common 
stock of the Phoenix Companies. The Phoenix Companies 
were nothing more than the construction department of the 
Electric Bond and Share Company. All of the companies 
were, and now are, affiliates of the Arkansas Power & Light 
Company within the definition contained in Section 1 (h) of 
Act 324 of the Acts of 1935. 

The testimony shows that the Respondent paid all ex¬ 
penses incurred by the Phoenix Companies including sal¬ 
aries, payroll and material costs in connection with the con¬ 
struction work performed by the Phoenix Companies. The 
fees paid to the Phoenix Companies were based upon a per¬ 
centage of the construction cost. 

With reference to fees paid to the Phoenix Companies, 
this Department has previously held that “there can be no 
inter-company profits in such payments", and that such 
fees, insofar as they represent profits to the Phoenix Com¬ 
panies, “cannot be recognized as part of the investment." 

(See Arkansas Power <& Light Company vs . City of Mc- 
Gehee, Docket 435, decided December 31, 1941). This De¬ 
partment now reaffirms its finding in that case. 

The fees herein considered were not the result of compet¬ 
itive bidding nor of arm’s length transactions. It has been 
recently held: 
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“Legitimate cost includes every item that would have 
been likely spent if there had been but one corporation, 
but not profits charged by one wholly owned corpora¬ 
tion against another.” 

(See Pennsylvania Power and Light Company vs. F.P.C., 
139 F. 2d 445, CCA-3, decided December 7, 1943.) 

This Department cannot approve capitalization of fees, 
as distinguished from cost, where such fees are paid in the 
circumstances of this case. It is true that Electric Bond 
and Share Company has not owned a majority of the stock 
of Electric at all times, but it is evident from the record 
in this case that Electric has at all times been controlled 
by Electric Bond and Share Company. It has been held 
that corporate control may exist without ownership of a 
majority of corporate stock. (See Delaware and Hudson 
vs. Albany and Susquehanna, 213 U. S. 435, 452; 29 S. Ct. 
540, 53 L. Ed. 862 and also U. S. vs. Union Pac. R. R. Co., 
226 U. S. 61, 95, 96; 33 S. Ct. 162; 57 L. Ed. 306.) 

The Department will continue to hold that consumers 
should not be required to pay the company a return on an 
amount representing a profit which the company pays to it¬ 
self, or to an affiliate, which is in the nature of an extra, sub 
rosa dividend. 

The record in this case indicates that the fees paid to the 
Phoenix Companies pursuant to the contracts with the 
Respondent were all profits and should, therefore, be ex¬ 
cluded from investment. 

The Respondent has included all Phoenix fees as Engi¬ 
neering and Supervision. The elimination of these fees 
will result in an overall percentage for Engineering and 
Supervision of approximately 5%, which the Department 
believes is not unreasonable. Respondent has, however, 
made an urgent request that it be permitted a reasonable 
time within which to introduce further evidence showing 
what part, if any, of the remaining net fees represents legiti¬ 
mate construction cost to the Phoenix Companies. In its 
desire to afford the Company every reasonable opportunity 
to fully develop its case, the Department has decided to grant 
this request in a manner which will not delay the issuance of 
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this order and the resulting immediate reduction in rates 
hereinafter provided for. Provision is therefore made in 
this order for transferring the remaining net fees paid to 
the Phoenix Companies in the amount of $442,511.01 to 
Account 100.6 for further consideration by the Department. 

(b) Electric Bond and Share Fees 

The record shows that remaining net fees in the amount 
of $414,505.02 were paid by the Company to Electric Bond 
and Share Company for services rendered pursuant to con¬ 
tracts between the two companies, evidence of which con¬ 
tracts appears in this record. These fees were based on a 
percentage of gross revenues of the Respondent and allo¬ 
cated on a percentage basis between operating and con¬ 
struction expenditures. 

What has heretofore been said with reference to fees paid 
the Phoenix Companies is applicable to fees paid to the 
Electric Bond and Share Company pursuant to these con¬ 
tracts. Although the record is silent on the subject, the 
Department is of the opinion that there is a possibility that 
some portion of the fees paid the Electric Bond and Share 
Company may have represented cost rather than profit. 
The Department is, therefore, making provision in this or¬ 
der that the remaining net fees in the amount of $414,505.02 
paid to the Electric Bond and Share Company be trans¬ 
ferred to Account 100.6 for further consideration by the 
Department. 

Blakely Dam Lands 

The record in this case shows that lands owned by Re¬ 
spondent and designated as “Blakely Dam Lands’’ are car¬ 
ried in the Accounts of this company as of December 31, 
1943, in the amount of $745,017.33. This amount is carried 
under Account 110—Other Physical Property. 

The Department’s Uniform System of Accounts defines 
Account 110—Other Physical Property—as follows: 

“A. This account shall include the cost to the utility 
of land, structures, and equipment owned by the utility, 
but not used in Utility service and not properly includ- 
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ible in account 100.4, Electric Plant Held for Future 
Use, or in Account 108, Other Utility Plant. 

“B. The records supporting the entries to this account 
shall be so kept that the utility can furnish information 
as to the nature and cost of each kind of property, from 
whom it was acquired, its location, and its use.” 

The Uniform System of Accounts defines amounts in 
Account 100.4—Electric Plant Held for Future Use—as 
follows: 

“A. This account shall include the original cost of elec¬ 
tric plant owned and held for such service in the future 
under a plan, and property previously used by the util¬ 
ity in electric service, but retired from such service and 
held pending its re-use in the future, under a plan, in 
electric service. 

“B. The property included in this account shall be clas¬ 
sified according to the detailed accounts (301 to 393) 
for electric plant in a service and the account shall be 
maintained in such manner and in such detail as though 
the property were in service.” 

The testimony in this case is extremely meager as to the 
facts relating to Blakely Dam lands. Mr. Kittleman, one 
of Respondent’s witnesses, was asked on cross-examination : 

“Q. Well, let me ask you specifically, referring to 
Exhibit 33, Mr. Kittleman, under Account 100.4, Elec¬ 
tric Plant Held for Future Use, and then under that, 
you have Production Plant, and under that Hydro 
Production, $72,066.29. Does that amount relate to 
Blakely Dam? 

“A. No, that has no connection with Blakely Dam, 
whatever. All of the costs in connection with the 
Blakely Dam that remain in the Company’s books are 
transferred out of Plant and Property Account, and 
debited down under Other Physical Property.” 

There is nothing in this record to show whether the 
Blakely Dam Lands are properly classifiable in Account 
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110—Other Physical Property, or Account 100.4—Property 
Held for Future Use. Respondent has urgently requested 
the Department to give it an opportunity to present compe¬ 
tent evidence to show that, for the purpose of determining 
its rate base in this case, the amount attributable to Blakely 
Dam lands and now classified in Account 110 is properly 
classifiable in Account 100.4—Property Held for Future 
Use—and should be considered in the rate base determi¬ 
nation. 

The Department has found that it would be fair and 
equitable to grant this request of Respondent with respect 
to the particular item; and, therefore, will order the amount 
applicable to Blakely Dam lands transferred from Account 
110 to Account 100.6 for further Consideration and for such 
orders relating to the distribution thereof as the Depart¬ 
ment may find to be proper. 

Conclusion 

The Department finds that the rate base, the rate of re¬ 
turn, and the rates based thereon, as established by this 
order, will enable the company to operate successfully, to 
maintain its financial integrity, to attract capital, and to 
compensate its investors for the risks assumed, and will 
require the consumers to pay no more and no less than the 
services which they receive are reasonably worth. 

5443 It Is Therefore Ordered : 

I. Accounts and Adjustments 
A. Accounts 

The accounts of Respondent shall be stated as of January 
1, 1944, as follows: 

1. Account 100—Electric Plant—shall be stated at 
$54,357,699.67. 

2. Account 100.1—Electric Plant in Service—shall be 
stated at $45,259,363.27. 

3. Account 100.3—Construction Work in Progress—shall 
be stated at $405,426.54. 
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4. Account 100.4—Electric Plant Held for Future Use— 
shall be stated at $143,817.58. 

5. Account 100.5—Electric Plant Acquisition Adjustments 
—shall be stated at $6,947,058.92. 

6. Account 100.6—Electric Plant in Process of Reclassifi¬ 
cation, representing total remaining net fees paid to affiliated 
construction and other companies of $857,016.03 and Blakely 
Dam lands of $745,017.33, shall be stated at $1,602,033.36. 

7. Account 107—Electric Plant Adjustments—shall be 
stated at $3,284,302.76, reflecting (a) $2,678,413.12 remain¬ 
ing excess of book cost over cost to Respondent or its affili¬ 
ate, and (b) $605,889.64, reflecting unrecorded retirements 
of electric plant. 

8. Account 108—Other Utility Plant—shall be stated at 
$6,397,916.83, which, in turn, shall be subdivided as follows: 
a. Gas Plant, $1,312,134.05; b. Street Railway & Motor 
Coach Plant, $5,085,782.78. 

9. Account 110—Other Physical Property—shall be stated 
at $27,124.17. 

10. Account 150—Discount on Capital Stock—shall be 
stated at $75,814.12. 

5444 11. Account 151—Capital Stock Expense—shall be 

stated at $254,442.06. 

12. Account 140—Unamortized Bond Discount and Ex¬ 
pense—shall be stated at $1,190,346.42. 

13. The Respondent’s Reserve for Depreciation or Retire¬ 
ment of Electric Plant, as of December 31, 1943, shall be 
segregated departmentally, as indicated below: Electric 
Property, $5,154,627.22; Gas Property, $132,169.11; Railway 
and Motor Coach, $1,817,422.89, and shall remain segregated 
from such date henceforth, being increased by the amount 
of such credit as shall be placed therein by accruals or othe? 
credits and decreased by the retirement of property or other 
debits. 
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B. Adjustments 

Within 90 days from the date of this order, the Respond- 
ent shall have: 

1. Disposed of amounts hereinabove ordered to be charged 
to Account 107, by charging to Account 250—Reserve for 
Depreciation or Retirement of Electric Plant—the amount 
reflecting unrecorded retirements above, of $605,889.64. 

2. Eliminated the amount in Account 107 of $2,678,413.12, 
set forth above, and eliminated any remaining Unamortized 
Debt Discount and Expense applicable to previously retired 
bonds ($815,546.70 at December 31, 1943) by charges to 
Earned Surplus or Capital Surplus theretofore created for 
the purpose. 

3. Reported to the Department the proportion of fees 
(herein required to be included in Account 100.6—Electric 
Plant in Process of Reclassification) includible in Account 
100 and Account 108 and the proportion of profit to affiliates 
therein contained, which profit, if any, shall thereupon be 
included in Account 107, and, thereafter, amortized by 
monthly installments of not less than one percent (1%) of 
such profits, if any, beginning within the month next suc¬ 
ceeding the month of approval of such report, by charges to 
Account 537, with concurrent credits to Account 107, until 
the balance in Account 107 is extinguished. That part of 
such fees not representing profit to affiliates shall, upon 
proper finding and order of the Department, be transferred 
to Account 100 or Account 108. 

4. Made full and complete disclosure of the history, facts, 
and circumstances attendant to the inclusion of the cost of 
Blakely Dam lands in Account 110 for further finding and 
order of the Department. 

5445 Upon compliance with subdivisions A and B of this 
Part I of this order, the Balance Sheet Accounts of 
the Respondent will properly reflect the accounts of the Re¬ 
spondent and shall be considered to have been approved by 
the Department. 
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C. Amortization Account 100.5 

The amount of $904,116.10, found by the Department to be 
included in Account 100.5 and attributable to increase in 
structural value of existing electric property, shall be amor¬ 
tized by Respondent in the same ratio and at the same time 
as the items of physical property to which it is attributable 
are depreciated. 

II. Rate Base, Annual Return, and Rate Reduction 

A. Rate Base 

The rate base applicable to the Electric Property of Re¬ 
spondent at January 1,1944, was and is $47,996,290.00. 

The rate base applicable to Electric Property of Respond¬ 
ent at any time in the future shall be a proportion of the 
capital liabilities and surplus of Respondent, determined 
from the sum of amounts in Accounts 200, 201, 202, 203, 204, 
205, 210, 211, 212, 213, 240, 270, and 271, less the sum of 
amounts in Accounts 140, 150, 152, and 153, distributed as 
follows: 

1. The Electric Plant proportion of the total property 
shall be determined in the following manner: 

a. From the amount in Account 100 shall be deducted the 
amounts in Accounts 250, 251, and 252. 

b. From the total in Accounts 108,110, 111, 112,113, and 
114 shall be deducted the amount in Account 253. 

c. The proportion of electric plant to total property shall 
be the percentage that the amount determined under item a. 
bears to the sum of the amounts determined under items 
a. and b. 

2. The resulting proportion shall be the applicable pro¬ 
portion of total capital liabilities and surplus of the Re¬ 
spondent, which shall constitute the electric rate base. 

B. Annual Return 

The fair annual return allowable on the rate base is six 
percentum (6%) thereof, and rates and charges shall be 
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sufficient at all times to produce such return, after deducting 
all charges, taxes, and all reserves applicable to the opera¬ 
tions of the Respondent. 

5446 C. Rate Reduction 

Within 60 days after the date hereof, Respondent shall 
file, for the approval of this Department, reduced and re¬ 
vised schedules of prices and terms, or rate schedules, for 
electric services, designed to reduce its gross electric operat¬ 
ing revenues in the amount of $975,000 per annum. Such 
schedules shall be effective as of October 1, 1944, except as 
otherwise directed by the Department. 

III. Annual Depreciation and Maintenance 

The annual allowance for maintenance and depreciation 
shall be $1,600,000.00 (which includes, and shall hereafter* 
include, total net revenues from the steam heat operations 
which shall be segregated therefor), plus three per centum 
(3%) per annum of the net additions to depreciable electric 
property made after December 31, 1943. For the current 
year in which this computation is made, the net additions to 
depreciable electric property shall be the average net addi¬ 
tions during that year and shall be calculated on the average 
basis of the total annual net additions made, equally 
throughout the year, and, therefore, shall be based on one- 
half the total net additions at the rate of three percentum 
(3%). 

The term “depreciable electric property’’ as used herein 
shall have the meaning as indicated under the definition of 
“Depreciation” in the Uniform System of Accounts for 
electric utilities. 

IV. Continuous Supervision of Respondent 

The Department hereby makes effective the following pro¬ 
visions for the continuous supervision of Respondent’s 
business, property, accounts, rates, services, revenues, and 
all other matters and things it is empowered by law to do, 
including the adoption of a sliding scale arrangement for 
the control and disposition of future earnings as follows: 
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A. Definitions 

To the extent they appear therein, the terms used in this 
order have the meaning and definition contained in the Uni¬ 
form System of Accounts, prescribed for electric utilities in 
Arkansas in the Department’s order dated the 18th day of 
November, 1942, in Docket 580, unless otherwise indicated. 

Such additional accounts and amounts, etc., as are herein 
prescribed and not included therein, are hereby adopted 
and approved, effective with the effective date hereof. 

1. Gross Electric Operating Revenue means the amounts 
properly includible in Account 501, exclusive of the amounts 
includible in the sub-division of Account 501 hereinafter 
mentioned. 

2. Revenue Deductions means the sum of the amounts 
properly includible in Accounts 502 to 507, inclusive. 

3. Net Electric Operating Revenue means the difference 
between Items 1 and 2 above. 

5447 4. Electric Rate Base means the applicable propor¬ 

tion of capital stock, debt, and surplus, computed by 
the method provided in Section II of this order. The rate 
base in any period shall be the average amount of the base at 
the beginning and ending of such period. 

5. Base Allowable Return means 6% per annum on the 
rate base described in Item 4 above, plus any amounts in¬ 
cludible in Account 535, represented by interest payments 
to consumers on deposits made to secure the payment of 
bills for electric service. 

6. Excess Net Electric Revenues means the amount by 
which Item 3—Net Electric Operating Revenue—exceeds 
Item 5, Base Allowable Return. 

7. Deficient Net Electric Revenues means the amount by 
which Item 5, Base Allowable Return, exceeds Item 3, Net 
Electric Operating Revenue. 

8. Excess Net Electric Revenue Deferred Credit means a 
deferred credit account hereby created to which Item 6, Ex- 
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cess Net Electric Revenues, shall be credited, or Item 7, De¬ 
ficient Net Electric Revenues, shall be debited, as appro¬ 
priate. 

9. Excess Net Electric Revenue Deferred Credit Fund 
means a special fund account hereby created to which cash 
equal in amount to the credits or debits to Item 8, Excess 
Electric Revenue Deferred Credit, shall be debited or cred¬ 
ited, as appropriate. 

B. Administrative Procedure 

1. On or before 31 days after June 30th and December 31st 
of each year, beginning in 1945, the Respondent shall fur¬ 
nish the Department, in the form to be prescribed by the 
Department, the Rate Base, Revenues, and Expenses, com¬ 
puted in accordance with this order, for the preceding six 
months’ period and the preceding twelve months’ period, 
ending June 30th and December 31st, respectively. 

2. For the period up to two (2) years following the cessa¬ 
tion of hostilities involving this country (the designation 
“cessation of hostilities involving this country” to be set at 
a later date by the Department for the purpose of this 
order), the Respondent shall accumulate “Excess Net Elec¬ 
tric Revenues” in a fund (hereinbefore called “Excess Net 
Electric Revenue Deferred Credit Fund” and to be referred 
to hereinafter as “fund” in this order), which fund shall be 
disposed of either in part or wholly during such period by 
returning all or any part of such fund to the Respondent or 
the electric customers of the Respondent at the discretion of 
the Department. 

3. The “period” designated in paragraph two (2) above 

may be terminated or extended at the discretion of the 
5448 Department, upon application by the Respondent or 
by the Department on its own motion after due notice 
and hearing. 

4. If, at the expiration of the “period” designated above, 
there remains in the “fund” all or any part of the amount 
accumulated, such amount shall be distributed as follows: 
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a. The Respondent shall receive 50 percentum (50%) of 
the first one-third (V 3 ) of such “fund”, and the electric 
customers of the Respondent shall be refunded fifty per 
centum (50%) of the first one-third (Vs) of such “fund”. 
The electric customers’ portion shall be refunded in such 
amounts, manner, and method as shall be prescribed by the 
Department at that time. 

b. The Respondent shall receive twenty-five per centum 
(25%) of the remaining two-thirds (%) of such “fund”, 
and the electric customers shall be refunded seventy-five per 
centum (75%) of the remaining two-thirds (%) of such 
“fund”. The electric customers’ portion shall be refunded 
in such amounts, manner, and method as shall be prescribed 
by the Department at that time. 

5. Revenues equivalent in amount to the balance in the 
“Excess Net Electric Revenue Deferred Credit” (herein¬ 
after referred to as “deferred credit”) shall be kept in a 
special cash account entitled “Excess Net Electric Revenue 
Deferred Credit Fund”, and any earnings of such “fund” 
shall be credited to the “fund”. Withdrawals from this 
special cash account, other than those arising from the 
debits to the “deferred credit” account referred to in para¬ 
graph six (6) below, shall be made only upon authorization 
of the Department. 

6 . Each month the Respondent shall credit or debit to the 
“Deferred Credit” account, as appropriate, any amounts by 
which the “Base Allowable Return” on that month’s “Elec¬ 
tric Rate Base” fails to equal or exceeds the sum of the 
month’s Net Electric Operating Revenues, and any amounts 
includible in Account 535, as defined under 11 Base Allowable 
Return”. Credits to such “deferred credit” account shall 
be debited to a subdivision of Electric Operating Revenue, 
Account 501, and debits to such “deferred credit” account 
shall be credited to such subdivision of Account 501. 

7. If the report due not later than July 31st of each year 
following the expiration of the “period” mentioned above 
and indefinitely thereafter shows a balance in the “deferred 
credit” account exceeding five per centum (5%) of the gross 
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electric revenue for the preceding twelve months’ period, all 
or any portion of the “fund” shall be distributed as deter¬ 
mined by the Department not later than December 31st of 
that year, as follows: 

a. The Respondent shall receive fifty per centum (50%) 

of the first $250,000.00, and the electric customers of 
5449 the Respondent shall be refunded fifty per centum 
(50%) of the first $250,000.00. The customers ’ portion 
shall be refunded in such amounts, manner, and method as 
prescribed by the Department at that time. 

b. The Respondent shall receive twenty-five per centum 
(25%) of the remaining amount designated by the Depart¬ 
ment to be distributed, and the electric customers of the 
Respondent shall be refunded seventy-five per centum (75%) 
of such amount. The customers’ portion shall be refunded 
in such amounts, manner, and method as shall be prescribed 
by the Department at that time. 

'8. Whenever the Excess Net Electric Revenue, for any 
two consecutive years, is in excess of 5% of the Gross Elec¬ 
tric Operating Revenue for such period and after the pre¬ 
viously prescribed post-war “period”, the Department may 
require further reduction in electric service rate schedules, 
to be made applicable to future business. 

9. If, during any consecutive three semi-annual periods, 
the Respondent fails to earn an amount for return equiva¬ 
lent to the Base Allowable Return as defined herein, the Re¬ 
spondent may, subject to the approval of this Department, 
increase rates and charges by an amount sufficient to pro¬ 
duce an amount equal to the Base Allowable Return as de¬ 
fined herein. 

V. Retention of Jurisdiction 

The Department hereby retains jurisdiction over all mat¬ 
ters and things of which this order is the subject, and to 
which it is directed, and of the Respondent herein. 

VI. Effective Date of Order 

This order shall be in full force and effect from and after 
May 10,1944, except as herein otherwise expressly provided. 
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By Order op the Department This 24th day of June, 1944. 

Note 1. “Presiding Examiner: With that understand¬ 
ing let the record show that in so far as that Opinion 
and Order reviews the evidence, and quotes from the tes¬ 
timony of witnesses, and cities and sets out the opinion of 
various witnesses, I do not regard that as having been ad¬ 
mitted as evidence in this record, but the findings, such as 
they may be, and to the extent necesseary to make under¬ 
standable the Commission’s Order, may be regarded as 
admitted. 

I do not want to be technical but I want to protect the 
record from that sort of evidence.” [Tr. V. 1, p. 278]. 

• •••••• 

ExniBiT 7. Findings and Order of the Department of 

Public Utilities in Docket 671, Dated August 29,1944 

5452 1. Arkansas Power & Light Company, a public util¬ 

ity as defined in Section 1 of Act 324 of the Acts of Ar¬ 
kansas for 1935, has made application to this Department 
under the provisions of Section 58 and 59 of said Act and 
Rule IV of the Rules of Practice and Procedure of the De¬ 
partment for an Order authorizing the issue of 1,070,000 
shares of Common Stock of the par value of $12.50 per share 
of applicant for the purposes hereinafter set forth. 

2. A hearing has been held upon said application upon 
due notice given, and after full consideration of said appli¬ 
cation and of the evidence introduced at said hearing, the 
Department makes and adopts the following findings. 

3. The Order of this Department dated June 24, 1944 in 
a proceeding (Docket No. 225) involving, among other 
things, the reclassification and adjustment of Applicant’s 
accounts, directs Applicant to make certain accounting ad¬ 
justments, including disposition of an amount of $2,678,- 
413.12 reclassified by said order in Account 107, Electric 
Plant Adjustments, and the elimination of an amount of 
$815,546.70 (reduced by amortization to $783,505.27 as of 
June 30, 1944) from Account 140, Unamortized Debt, Dis¬ 
count and Expense by charges to Account 271—Earned 


1836 


Surplus or to Account 270—Capital Surplus, if a capital 
surplus be created for such purpose. Applicant proposes, 
subject to the necessary consents, approvals, permissions 
or orders of regulatory authorities and the approval of its 
directors and stockholders, to comply with said require¬ 
ments of the Department’s order and, as provided in said 
order to charge these amounts to Earned Surplus as of 
January 1, 1944; such charges, together with other adjust¬ 
ments recorded as of that date, will result in a deficit of 
$3,726,450 being recorded in Earned Surplus as of January 
1,1944. Applicant proposes to create a capital surplus for 
the purpose of eliminating such deficit in Earned Surplus 
according to the following plan: 

5453 Electric Power & Light Corporation, the owner of 
all of Applicant’s Common Stock, proposes to sur¬ 
render to Applicant 7,697 shares of Applicant’s $7 Pre¬ 
ferred Stock and 1,233,638 shares of Applicant’s no par 
value Common Stock (being all of Applicant’s Common 
Stock now issued and outstanding), to pay to Applicant 
$4,000,000 and to receive from Applicant 1,070,000 shares of 
$12.50 par value Common Stock of Applicant. 

Applicant proposes to cancel the shares to be so surren¬ 
dered by Electric Power & Light Corporation, to state the 
$7 Preferred Stock and $6 Preferred Stock on its books at 
$100 per share (the liquidating value of such shares), to 
redeem 39,934 shares of $7 Preferred Stock now held by 
the public at $110 per share, and to issue to Electric Power 
& Light Corporation 1,070,000 shares of $12.50 par value 
Common Stock of Applicant. 

The result of such action will be to create a capital sur¬ 
plus in the amount of $3,726,450.00 which will enable Appli¬ 
cant to dispose of the deficit in earned surplus and to pro¬ 
vide for the ordered dispositions and charges incident to 
the redemption of the $7 Preferred Stock. A summary 
statement of the proposed disposition of the said amount 
reclassified by said order in Account 107, Electric Plant 
Adjustments, and that portion of Account 140, Unamortized 
Debt Discount and Expense, to be eliminated under the 
order of the Department and of other charges to surplus 
incident to the proposed transaction is as follows: 
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To Charge Account 271—Earned Surplus, as of 
January 1,1944: 

Disposition of amount established in Ac¬ 


count 107, Electric Plant Adjustments $2,678,413.12 
Adjustment of Account 140, Unamortized 

Debt Discount and Expense. 815,546.70 

Acceleration of amortization of debt dis¬ 
count and expense in anticipation of 
the completion of the Company’s re¬ 
funding program in 1944. 894,998.63 

Provision for disposition of premium to 
be incurred when 39,934 shares of $7 
Preferred Stock are called for redemp¬ 
tion . 399,340.00 

Write-off to earned surplus to that por¬ 
tion of discount on capital stock in 
excess of existing capital surplus in 
anticipation of redemption of 39,934 
shares of $7 Preferred Stock. 30,327.74 


Total . $4,818,626.19 

5454 

Earned surplus balance January 1, 1944 $1,092,176.19 

Indicated deficit. 3,726,450.00 

To be transferred to capital surplus to be 
created as hereinbefore set forth. 3,726,450.00 


Adjusted earned surplus balance, Janu¬ 
ary 1, 1944 . Nil 


The earned surplus of Arkansas Power & Light Com¬ 
pany from and after January 1,1944 has been sufficient 
to meet its preferred stock dividend requirements and 
to create a balance therein at June 30, 1944, after such 
preferred dividend requirements of $427,434.26. It is 
anticipated that future earnings and adjustments aris¬ 
ing in connection with the Company’s proposed refund- 
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mg will provide, at December 31, 1944, an adequate 
earned surplus balance. 

4. Applicant, together with Electric Power & Light Cor¬ 
poration, has filed with the Securities and Exchange Com¬ 
mission an application or declaration on Form U-l for 
authorization of the transaction above-described. As a 
part of such plan applicant proposes to amend its Articles 
of Incorporation to authorize the issue of Common Stock 
($12.50 par value) of applicant and to increase in certain 
respects the voting rights of the preferred stockholders. 
We find it unnecessary to discuss these changes in voting 
rights but pass them with a vote of approval and the com¬ 
ment that they do not in any way impair or prejudice any 
rights of preferred stockholders. 

5. The consummation of the plan set forth in Finding 3 
will provide compliance with the Order of this Department 
in Docket No. 225 without incurring a large earned surplus 
deficit which would prejudice the prospect of continuing 
dividends on preferred stock and will improve the capital 
structure and the financial position of the Company. It 
appears from the evidence that applicant intends to refund 
all of its outstanding mortgage bonds to reduce its interest 
charges; that the issue of said common stock as a part of 
said plan is necessary or important to the successful accom¬ 
plishment of such refunding upon favorable interest terms 
which will further improve applicant’s capital structure. 
Such improvement in capital structure is of significant im¬ 
portance. As stated in our opinion in Docket No. 225, such 
progression is essential to place applicant in position to 
continue to improve its service. Upon these facts the De¬ 
partment finds that the proposed common stock issue is 
necessary or appropriate for the discharge or lawful refund¬ 
ing of applicant’s obligations and the improvement of its 
service. 

6. The proposed common stock issue is in the public in¬ 
terest and complies in all respects with the provisions of 
Section 59 of said Act and other applicable statutes of 
Arkansas. The securities of Applicant to be outstanding 
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following such issuance and redemption will not exceed the 
amount of securities which applicant is authorized by law 
to issue, and this Department is authorized to ap- 
5455 prove, or the cost of its utility plant as found by the 
Department in Docket No. 225 and will be less than 
the amount of securities now outstanding. The effect of the 
transaction and the related accounting adjustments will 
be to decrease the recorded investment of applicant in utility 
plant. 

It Is Therefore Ordered: 

That Arkansas Power & Light Company be and it hereby 
is authorized: 

(a) On appropriate amendment of its Articles of Incor¬ 
poration and action by its stockholders, to issue 1,070,000 
shares of Common Stock, of the par value of $12.50 per 
share, to Electric Power & Light Corporation pursuant to 
the plan substantially as set forth in paragraph 3 of our 
findings; 

(b) To apply the cash so made available to applicant 
toward the redemption of 39,934 shares of $7 Preferred 
Stock at $110 per share as set forth in said plan and pay¬ 
ment of expenses incident thereto; 

(c) Within ninety days from the date of this order appli¬ 
cant shall submit to the Department its proposed journal 
entries covering the charges to earned and capital surplus 
to be made in consummation of such plan. 

This order shall be in full force and effect from and after 
the date hereof. 

By Order of the Department, this 29th day of August, 
1944. 
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Exhibit 13. Findings, Opinion and Order of the Securities 

and Exchange Commission, Dated September 16, 1944 

5482 Electric Power & Light Corporation 

and 

Arkansas Power & Light Company 
File No. 70-953 

5483 Electric Power & Light Corporation (‘‘Electric’’), 
a registered holding company subsidiary of Electric 

Bond and Share Company, also a registered holding com¬ 
pany, and Electric’s subsidiary, Arkansas Power & Light 
Company (“Arkansas”), a public utility company, have 
filed a joint application and declaration, with amendments 
thereto, proposing the following: 

In return for the surrender by Electric to Arkansas of 
all of the securities of the latter held by it, consisting of 
7,697 shares of $7 preferred stock and 1,233,638 shares of 
no par value common stock and the payment by Electric 
to Arkansas of $4,000,000 in cash, such cash being part of 
the proceeds of the sale by Electric of the common stock 
of Idaho Power Company. Arkansas will issue to Electric 
1,070,000 shares of new $12.50 par value common stock. 

Arkansas will also take the following corporate action: 

(1) Cancel the securities to be received by it from Elec¬ 
tric together with 891 shares of reacquired $7 preferred 
stock and 453 shares of reacquired $6 preferred stock held 
by it in its treasury. 

(2) Restate the then remaining outstanding shares of 
$6 and $7 preferred stock at $100 per share, the amount 
of the claim of such shares on liquidation. 

(3) Call for redemption, by lot, 39,934 shares of the $7 
preferred stock at the redemption price of $110 plus ac¬ 
crued dividends. 

Pursuant to an order of the Department of Public Utili¬ 
ties of Arkansas (“Department”), Arkansas will eliminate 
from its plant account inflationary items in the amount 
of $3,614,588.94 and will also eliminate unamortized debt. 
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discount and expense in the amount of $815,546.70 ap¬ 
plicable to securities previously retired. 

5484 In anticipation of the completion during the cal¬ 
endar year 1944 of the refunding of the Company’s 
outstanding long term indebtedness, Arkansas also pro¬ 
poses to accelerate the amortization of $894,998.63 of un¬ 
amortized debt, discount and expense. 

As a result of the accounting entries in connection with 
the above matters, which will be made as of January 1, 
1944, Arkansas will have an earned surplus deficit as of 
that date of $3,726,450.00 which it will eliminate by transfer 
to the capital surplus created by the proposed cancella¬ 
tion of the securities surrendered to it by Electric and the 
additional investment of the latter company. 

Arkansas further proposes to amend its Articles of In¬ 
corporation to confer contingent voting rights on its pre¬ 
ferred stocks and to provide that in the event of a partial 
redemption of either of the classes of preferred stock, the 
shares to be redeemed shall be selected by lot. 

The proposed transactions have been expressly author¬ 
ized by the Department of Public Utilities of Arkansas. 2 

A public hearing was held after appropriate notice. The 
Commission having considered the record makes the fol¬ 
lowing findings: 

Description of the Applicants and Declarants 

Electric, a Maine Corporation organized in 1925, is 
solely a holding company and has 9 subsidiaries which are 
public utility companies within the meaning of the Act 
and 12 active non-utility subsidiaries. Electric Bond and 
Share Company controls Electric through ownership of 
securities representing approximately 26.8% of the total 
voting power of all of Electric’s outstanding securities. 
Electric presently owns all of the outstanding 1,233,63S 
shares of common stock and 7,697 shares of the $7 pre¬ 
ferred stock of Arkansas which in the aggregate represents 
90.29% of the voting power of Arkansas. 


2 Order dated August 29, 1944, Docket No. 671. 
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Arkansas is an electric and gas utility company organized 
under the laws of the State of Arkansas. It is engaged in 
the generation, transmission, distribution and sale of elec¬ 
tric energy and the purchase, distribution and sale of nat¬ 
ural gas in the State of Arkansas. Arkansas also provides 
steam heating service in the commercial district of the City 
of Little Rock. It also owns street railway and bus prop¬ 
erties which are leased to its wholly owned subsidiary, 
Capital Transportation Company (“Capital”), and oper¬ 
ated by Capital in rendering transportation service in Little 
Rock and adjacent areas. 

For the twelve months ended June 30, 1944 consolidated 
operating revenues of Arkansas and its subsidiary were 
$17,648,615 which were derived approximately as follows: 
84% from the sale of electric service, 3% from the sale of 
natural gas and 13% from transportation service. 

5485 Background of the Proposed Transactions 

On June 24, 1944 the Department of Public Utilities of 
Arkansas issued its Opinion and Order in which it found 
that, as of December 31, 1943, Arkansas’ electric plant ac¬ 
count was stated at $3,614,558.94 in excess of the cost to 
the holding company system of which Arkansas is a part. 
The Department ordered Arkansas to classify this excess 
amount as follows: 

Account 

No. Account Title Amount 

150 Discount on Capital Stock. $75,814.12 

151 Capital Stock Expense. 254,442.06 

107 Electric Plant Adjustments 4 

(a) Remaining balance of an un¬ 
classified adjustment arising at date 

of organization of Arkansas. $2,678,413.12 

(b) Unrecorded retirements. 605,889.64 

$3,284,302.76 

$3,614,558.94 


4 Amounts classified in Account 107 represent, generally speaking, the amounts 
by which the book carrying value of property exceeds the arm’s length cost of 
such property to the company or to the holding company system of which it is 
a part. 
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The order further provides that the unrecorded retire¬ 
ments of $605,889.64 classified in Account 107 be charged 
to the retirement reserve and that the balance in the account 
of $2,678,413.12, together with $815,546.70 of unamortized 
debt discount and expense applicable to bonds previously 
retired, be charged to earned surplus. 

The order also directs Arkansas to determine the extent 
of the profit contained in capitalized fees of $857,016 paid 
to affiliated companies and to amortize such profit by charg¬ 
ing income deductions at the rate of not less than 1% of 
such profit per month. 

The Department also found that, as of December 31,1943, 
the difference between the cost of Arkansas’ electric plant 
and properties to the holding company system of which it 
is a part and the cost of these properties to the persons 
first devoting them to the public use was $6,947,059.® This 
amount was ordered to be classified in Account 100.5 6 7 
and $904,116 thereof is to be retired by charges to 
5486 the retirement reserve concurrently with the retire¬ 
ment of the items of physical property to which it 
attaches. The order of the Department states that the bal¬ 
ance of Account 100.5 of $6,042,943 is to remain on Arkansas’ 
books as a non-depreciable portion of “the valid and pres¬ 
ent existing assets and values.” 

Arkansas is also subject to the jurisdiction of the Fed¬ 
eral Power Commission with respect to its classification of 
electric accounts. The record indicates that the staff of 


6 In addition, the Department found $1,882,328 of similar excess costs 
which were ordered to be classified in the street railway plant account. 
It was testified that these excess costs will be retired through charges to 
the retirement reserve concurrently with the retirement of the it ems of 
physical property to which they attach. Pursuant to an agreement with 
the City of Little Rock, the Company will over a period of time convert 
its transportation system to gas bus operation. The retirement of the 
major portion of the street railway properties will result in the concurrent 
elimination of all of the above excess costs. 

7 Amounts classified in Account 100.5 represent generally speaking, 
the amounts by which the arm’s-length cost of property to the company 
or to the holding company system of which it is a part exceeds the original 
cost of such properties to the persons first devoting such properties to 
public service. 
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that Commission believes that the aggregate amount of 
the electric plant adjustments which should be classified 
in Account 107 and immediately disposed of is $2,468,000 
in excess of the amount in Account 107 which the Depart¬ 
ment has ordered to be immediately eliminated. 8 The staff 
of the Federal Power Commission is also of the opinion 
that a substantial part of the amount in Account 100.5 
should be disposed of at once and the remainder amortized 
over a reasonable period. The president of Arkansas has 
testified that he does not agree with the position of the staff 
of the Federal Power Commission. It should be noted that 
there has been no adjudication of these issue by the Fed¬ 
eral Power Commission. 

Balance Sheet and Capitalization 

Attached hereto as Appendix A are corporate balance 
sheets of Arkansas as at June 30, 1944, per books and pro 
forma to reflect the proposed transactions as follows: (a) 
the accounting adjustments ordered to be made by the De¬ 
partment; (b) the elimination of $894,988 of unamortized 
debt discount and expense in anticipation of the refunding 
of the company’s outstanding long-term debt during the 
calendar year 1944; (c) the surrender by Electric to Ar¬ 
kansas of certain shares of the latter’s preferred stock and 
all of its common stock and the cancellation of such shares 
together with certain shares of $7 and $6 preferred stock 
held by Arkansas in its treasury; (d) the receipt of $4,000,- 
000 in cash by Arkansas from Electric; (e) the issuance of 
1,070,000 shares of new $12.50 par value common stock to 
Electric and (f) the redemption by Arkansas of 39,934 
shares of its $7 preferred stock at $110 per share plus ac¬ 
crued dividends. 

The capitalization of Arkansas both per books and pro 
forma as at June 30, 1944 is shown in the following table: 


8 The $2,468,000 includes an estimate of profits on capitalized service 
fees of affiliates in the amount of $738,000. This estimate is somewhat 
higher than the $570,179 estimated by Arkansas in response to the De¬ 
partment’s order. 
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5487 


Per Books. Pro Forma (d) 


% 

Mortgage Bonds. 

Other long term debt. 

Amount 

$31,261,000 

17,952 

% 

52.70 

.03 

Amount 

$31,261,000 

17,952 

% 

57.43 

.03 

Total Long Term Debt... 

$31,278,952 

52.73 

$31,278,952 

57.46 

$7 Preferred Stock (a). 

$6 Preferred Stock (a). 

$9,613,100 

4,634,400 

16.21 

7.81 

$4,760,900 

4,589,100 

8.75 

8.43 

Total Pref. Stock. 

$14,247,500 

24.02 

$9,350,000 

17.18 

Common Stock (b). 

Capital Surplus. 

Earned Surplus. 

$12,331,750 

5,862 

1,452,474 

20.79 

.01 

2.45 

$13,375,000 

427,434 

24.57 

.79 

Total Common Stock Equity.. 

$13,790,086 

23.25 

$13,802,434 (c) 

25.36 

Total Capitalization. 

$59,316,538 

100.00 

$54,431,386 

100.00 


(a) Per books, liquidating value of $100 per share; pro forma stated value of 
$100 per share. 

(b) Per books, residual value after assigning $100 per share to the preferred 
stock; pro forma par value of $12.50 per share. 

(c) Before elimination of $570,179 of profits estimated by Arkansas to be 
included in inter-company service fee charges. 

(d) If total common stock equity is adjusted to eliminate an additional $2,468,- 
000 which the staff of the Federal Power Commission contends should be classi¬ 
fied in Account 107, pro forma capitalization would be: total long term debt, 
60.2%; total preferred stock, 18.0%; and total common stock equity, 21.8%. 

Plant Account and Depreciation 

As at June 30,1944 the depreciable property of Arkansas 
by classes of property, the retirement reserve applicable 
to each class of property and the relationship of such re¬ 
serves to the respective classes of property, were as fol- 


lows: 
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Class of Property 

Amount 

Reserve 

% 

Electric. 

. $44,184,860 

$5,142,682 

11.6 

(vftS . 

. 1,315,892 

146,359 

11.1 

Transportation. 

. 5,086,671 

1,992,117 

39.2 

Total. 

. $50,587,423 

$7,281,158 

14.4 


As at June 30,1944, the gross plant account of Arkansas 
aggregated $61,308,820 and the net plant account was $54,- 
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027,662 after deducting the pro forma retirement reserve 
of $7,281,158. Long term debt of $31,278,952 was 57.9% 
of such net plant and 58.5% of such net plant adjusted to 
exclude the profits on capitalized service fees of affiliates 
estimated by Arkansas to amount to $570,179. Debt plus 
pro forma preferred stock is 75.1% of such adjusted net 
plant plus net current assets. 

The Department has by its order of June 24, 1944, de¬ 
termined that the annual charge for maintenance and de¬ 
preciation of electric plant which may be included in operat¬ 
ing expense shall be $1,600,000 plus 3% of net electric plant 
additions made after January 1, 1944. 

Earnings 

The Department in its order of June 24, 1944 established 
a rate base of $47,996,290 for the electric property of Ar¬ 
kansas as at December 31, 1943 and allowed a 6% return 
thereon. The rate base represents, in substance, that part 
of the net capital liabilities and surplus of the company 
applicable to electric plant and is determined by applying 
to total net capital liabilities and surplus, the percentage 
which net electric plant bears to total net plant. The order 
further provided that Arkansas adjust its rates so as to 
reduce gross electric revenues in the amount of approxi¬ 
mately $975,000 annually. 

Attached hereto as Appendix B are condensed income 
statements of Arkansas for the twelve months ended June 
30, 1944, per books and pro forma to reflect the proposed 
transactions as well as certain adjustments made by the 
company and explained in the notes to the statements. 

The source of the consolidated operating revenues for 
the past five calendar years and for the 12 months ended 
June 30,1944 divided between departments is as follows: 




Twclvo Months E 


1847 










Tho following tabulation shows tlio amounts, on a corporate basis, of gross income, interest on secured debt, total fixed 
charges, preferred dividend requirements, balance for common stock and pertinent ratios for the past five calendar years and 
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5491 Terms of Preferred Stock 

Upon the consummation of the proposed transactions 
there will remain outstanding in the hands of the public 
47,609 shares of the $7 preferred stock and 45,891 shares 
of the $6 preferred stock of Arkansas. The terms of these 
stocks will be changed by amendment to the Certificate of 
Incorporation. As amended, these terms, among others, 
will be that the preferred stock will be entitled to one vote 
per share but, upon the accumulation of arrearages equal to 
four quarterly dividends, such stock will, voting as a single 
class, be entitled to elect a majority of the Board of Direc¬ 
tors, which right will continue until all arrears have been 
paid. 

The company’s Certificate of Incorporation will further 
provide that without the consent of two-thirds of the hold¬ 
ers of the outstanding preferred stock no class of stock 
may be created which will have a prior claim to the existing 
preferred stock in assets or dividends, nor may the terms 
and conditions of the existing preferred stock be changed 
in any manner substantially prejudicial to the holders 
thereof, nor may any change be made in the provisions as 
to the reduction of the par value of the common stock, which 
are to be inserted in the Certificate of Incorporation pur¬ 
suant to our condition, hereinafter set out. 

In addition, a majority of the total shares of the pre¬ 
ferred stock then outstanding must approve any of the 
following corporate actions: (1) The issuance or assump¬ 
tion of any unsecured indebtedness which would result in 
a total unsecured indebtedness of the company, after the 
issuance or assumption, in excess of 10% of the aggregate 
of all bonds or other secured indebtedness of the company 
and the capital and surplus of the company as then stated 
on its books of account; and (2) the merger or consolida¬ 
tion with another corporation or corporations, except in 
compliance with orders of this Commission. 

As to Electric 

The securities of Arkansas were acquired by Electric in 
a “basket” transaction. Electric carries these securities 
at $11,142,659 which amount is stated to represent the cost 
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of the ‘‘basket” applicable to them. Upon the consumma¬ 
tion of the proposed transactions. Electric will restate its 
investment, consisting of 1,070,000 shares of the new com¬ 
mon stock of Arkansas, at $15,142,659 which will give effect 
to the $4,000,000 new cash investment by Electric. 

As of June 30, 1944, Electric’s investments in the se¬ 
curities of, and advances to, subsidiary companies were 
carried at a ledger value of $145,699,462. Electric has 
current assets of $14,396,192 and current liabilities of $736,- 
883. Cash and cash items total $14,092,319. 

The president of Electric estimated that its ordinary 
cash working requirements are approximately $2,000,000 
per annum. Upon the payment of $4,000,000 to Arkansas, 
Electric will have cash and cash items aggregating $10,- 
092,319. 

After giving effect to the preliminary adjustments to the 
income statement of Arkansas and to the estimated effect 
of the rate reduction ordered by the Department, the por¬ 
tion of the net income of Arkansas applicable to Electric’s 
holdings for the 12 months ended June 30, 1944 is $652,171. 

The pro forma net income applicable to Electric’s 
5492 holdings for the same period is $1,006,220 or an in¬ 
crease of $354,049, which is a return of approximately 
8.85% on the $4,000,000 of new investment to be made by 
Electric. Furthermore, the improvement in the capital 
structure of Arkansas resulting from the new investment 
of Electric is an important factor in the proposed refinanc¬ 
ing to which reference has previously been made and, al¬ 
though not susceptible of exact measurement, this will 
probably result in a further increased return on the new 
common stock. 

Compliance with the Act and Conclusions 

The transactions between Arkansas and Electric involve, 
in substance, a restatement of the present common capital 
account of Arkansas and the issuance by it of additional 
common stock to Electric in consideration for the surrender 
by Electric of 7,697 shares of preferred stock of Arkansas 
held by it and the payment of $4,000,000 in cash. These 
transactions have been expressly authorized by the De- 
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partment of Public Utilities of Arkansas, a State Com¬ 
mission of the State in which Arkansas was organized and 
is doing business, and the issuance and sale of the new 
common stock is for the purpose of financing the business 
of Arkansas 'within the meaning of that term as used in 
Section 6(b) of the Act. Hence, the proposed transactions 
are exempt from the provisions of Sections 6 (a) and 7 of 
the Act. 

The acquisition by Arkansas of its preferred stock from 
Electric and its redemption of 39,934 shares of preferred 
stock held by the public, in part by use of the cash to be 
received from Electric, require no adverse findings under 
Section 12 (c) and satisfy the requirements of Section 10 
to the extent that they are applicable. 

The increase in Electric’s common stock investment in 
Arkansas is designed to facilitate compliance by Arkansas 
with the order of the Department of Public Utilities of Ar¬ 
kansas in a manner consistent with the requirements of 
the Act and to lay the foundation for the projected refinanc¬ 
ing of the debt securities of Arkansas. The transaction 
seems to be advantageous to both Arkansas and to Electric, 
as its sole common stockholder, and we find that it meets 
the applicable standards of Section 10. The proposed 
changes in the capital liabilities and the amendments of the 
certificate of incorporation require no adverse findings 
under Section 7 (e) 

As heretofore noted, Arkansas has been the subject of 
original cost proceedings before both the Department of 
Public Utilities of Arkansas and the Federal Power Com¬ 
mission. 11 The Department has issued its final order 
directing the classification of accounts and disposition of 
certain items. The Federal Power Commission has not 
issued any order in the proceedings before it but its staff 
has indicated the position that certain items, in addition to 
those ordered to be eliminated from the accounts of Ar¬ 
kansas by the Department, should be disposed of. Since 
we have found that the method of compliance with the order 
of the Department proposed herein is appropriate under 

11 The system of accounts prescribed by the Department is substantially 
similar to that prescribed by the Federal Power Commission. 
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the standards of the Act, we believe that the further exer¬ 
cise of our jurisdiction should be limited to ensuring, as 
a condition to our approval, that the company 'will be in 
a position to comply with an order of the Federal Power 
Commission if and when such order is issued 12 and that a 
satisfactory common equity will, in any event, be main¬ 
tained. 

5493 The question of ensuring the ability of the com¬ 
pany to comply with any order of the Federal Power 
Commission in its original cost proceedings was explored 
at the hearing herein. In response to a direct question of 
counsel for the Public Utilities Division, the companies 
submitted what they considered to be an appropriate amend¬ 
ment to the Certificate of Incorporation of Arkansas to 
accomplish this result if we deem it necessary to require 
its accomplishment. As stated, we do so regard it and 
shall impose a condition requiring the amendment, as sub¬ 
mitted and as set forth in full herein as Appendix C, to be 
made within 30 days from the date hereof. The amendment 
will provide, in substance, that if a final order of the Fed¬ 
eral Power Commission requires charges to surplus, a 
certificate of reduction of capital shall be filed reducing 
the par value of the common stock in an amount sufficient to 
provide an amount of surplus adequate to absorb such por¬ 
tion of such charges as are not otherwise disposed of. 

In order to ensure the maintenance of a satisfactory com¬ 
mon stock equity we shall further condition our order to 
require that whenever the ratio that the par value of com¬ 
mon stock plus surplus bears to the total capitalization of 
Arkansas (consisting of the aggregate of the following: 
(i) the principal amount of all outstanding indebtedness of 
the company represented by bonds, debentures, notes and 
other securities—in each case, maturing by their terms one 
year or more from their date of issue, (ii) the amount of 
the stated or par value of all capital stock of Arkansas of 

12 Nothing herein, of coarse, is intended to affect nor shall it be construed 
as in any ■wav affecting the jurisdiction of the Federal Power Commission 
or its exercise of such jurisdiction. 
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all classes, and (iii) an amount equal to the surplus of 
Arkansas) shall be less than 20% thereof, then not more 
than 50% of the earnings accumulated during such period 
otherwise available therefor shall be used for the payment 
of dividends on common stock (other than dividends pay¬ 
able in common stock) and the acquisition of common stock 
until said ratio shall be not less than 20%, and whenever 
such ratio shall be 20% or more, but less than 25%, then 
not more than 75% of the earnings accumulated during such 
period otherwise available for such purposes shall be used 
therefor and further that no dividends shall be paid on 
common stock nor any acquisitions of common stock be 
made which will reduce such ratio to less than 25%. 

A stockholder of Electric Bond and Share Company peti¬ 
tioned for intervention in the proceedings. He was granted 
the right to participate in the hearings of the Trial Exam¬ 
iner but was denied the right to file a brief. The conten¬ 
tions made in his petition, with respect to the use of $4,000,- 
000 of the proceds of the sale of the Idaho Power Company 
common stock as an additional investment by Electric in 
Arkansas, are similar to the contentions made by this 
stockholder in connection with the acquisition by Electric 
of the preferred stock of Mississippi Powder & Light Com¬ 
pany 13 with funds arising from the same source and have 
been previously considered by us. In view of the desir¬ 
ability of consummating the transactions herein proposed 
in advance of the proposed issuance and sale of bonds by 
Arkansas, we have determined to deny his petition for 
intervention and limit his rights of participation to those 
heretofore granted to and exercised by him. 

By the Commission (Chairman Purcell, Commissioners 
Healy, O’Brien and McConnaughey) Commissioner Pike 
being absent and not participating. 


• •••••• 


13 Electric Power & Light Corporation, et al. — S. E. C., Holding Com¬ 
pany Act Release No. 5040, May 13,1944. 
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Appendix C 


“Fifth: The number of shares with a nominal or par 
value that may be issued by the Corporation is 1,300,000 of 
Common Stock of the par value of $12.50 per share. 

“The number of shares without a nominal or par value 
that may be issued by the Corporation is 93,500, divided into 
47,609 shares of $7 Preferred Stock and 45,891 shares of 
$6 Preferred Stock. 

“If (i) the Federal Power Commission, in the proceeding 
before it now designated Docket No. IT-5829, shall enter 
an order requiring the restatement of the plant accounts 
of the Company by requiring amounts to be charged to 
earned surplus or capital surplus in addition to the amounts 
heretofore required to be charged by the Department of 
Public Utilities of the State of Arkansas in its order dated 
June 24, 1944; (ii) such order of the Federal Power Com¬ 
mission shall become final either because of final affirmance 
on review or because of the failure of the Company to seek 
review and (iii) prior to the expiration of thirty days after 
such order shall have become final as stated above, the 
Company shall not have disposed of such additional amounts 
by charges to earned surplus, appropriate reserves or 
capital surplus properly created or available therefor, 
then, and upon the happening of such events, the capital 
of the Company shall be, and it hereby is declared to be, 
reduced by an amount equivalent to the undisposed of 
portion of such additional amounts required to be charged 
to earned surplus or capital surplus, and the par value of 
the outstanding common stock, $12.50 par value, shall be, 
and it hereby is declared to be, reduced below $12.50 by 
such amount as shall be sufficient, when multiplied by the 
total number of shares outstanding, to equal the undisposed 
of portion of such additional amount of charges to earned 
surplus or capital surplus; and upon the happening of the 
contingencies referred to above in clauses (i), (ii) and 
(iii) the proper officers of the Company be, and they hereby 
are, authorized and directed to file with the Secretary of 
State of the State of Arkansas and with any other appro¬ 
priate officer or body, such certificate of amendment or other 
document as may be necessary or proper in order to carry 
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out the amendment of the Agreement of Consolidation or 
Merger of the Company and the reduction of capital herein 
contemplated; and the certificate of amendment to be filed 
in the office of the Secretary of State of the State of Ar¬ 
kansas as contemplated above, shall set forth an amend¬ 
ment of all that portion of Article Fifth of the Agreement 
of Consolidation or Merger preceding the sub-paragraph 
numbered 1 thereof, so that such portion shall read as 
follows: 

‘Fifth: The number of shares with a nominal or par 
value that may be issued by the Corporation is 1,300,000 
of Common Stock of the par value of $ per share, 

[such $ to be filled in by the proper officers of 

the Corporation executing and filing the certificate of 
this Amendment and to be equal to $12.50 less such 
amount of additional charges to capital surplus or 
earned surplus herein provided for dividend by the 
total number of shares then outstanding.] 

‘The number of shares without a nominal or par 
value that may be issued by the Corporation is 93,500, 
divided into 47,609 shares of $7 Preferred Stock and 
45,891 shares of $6 Preferred Stock. 

5497 ‘The preferences, designations, rights, privi¬ 
leges, powers, restrictions, limitations and quali¬ 
fications of each of said classes of stock shall be as 
follows 

“Notwithstanding anything to the contrary contained 
elsewhere in this Agreement of Consolidation or Merger 
until the happening of the contingencies set forth above in 
clauses (i), (ii) and (iii) and the fulfillment of the require¬ 
ments following therefrom, none of the foregoing provi¬ 
sions, except the first and second paragraphs thereof, shall 
be modified or rescinded except upon the affirmative vote 
or written consent of the holders of two-thirds of the Pre¬ 
ferred Stock then outstanding and entitled to vote.” 

• ••*••• 

5499 ' It is ordered that said joint application and dec¬ 
laration, as amended, be, and the same hereby are, 
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granted and permitted to become effective, subject to the 
terms and conditions prescribed in Rule U-24 promulgated 
pursuant to the Public Utility Holding Company Act of 
1935 and to the following further conditions: 

(1) Within 30 days from the date hereof Arkansas Power 
& Light Company shall amend its Certificate of Incorpora¬ 
tion so as automatically to create in the future a capital 
surplus of an amount sufficient to comply with a final order 
of the Federal Power Commission in its pending original 
cost determinations if such an order is issued and becomes 
final, and that said amendment shall be in the form of the 
proposed amendment heretofore submitted by Arkansas 
Power & Light Company as set forth in Appendix C of 
the Findings and Opinion herein, which Appendix C is 
hereby incorporated herein by reference and made a part 
hereof as if specifically set forth herein. 

• •••••• 

Exhibit 8. Findings and Order of the Department of 

Public Utilities Dated September 15,1944, Docket 679 

This is an order of the Department of Public Utilities 
authorizing the Arkansas Power and Light Company to 
issue and sell $30,000,000 principal amount of New First 
Mortgage Bonds for the purpose of refinancing its then 
presently outstanding bonds. (Volume 14, page 5457.) 

Exhibit 14. Findings, Opinion and Order of the Securities 
& Exchange Commission, September 23, 1944 

This exhibit consists of Findings, Opinion and Order of 
the Securities and Exchange Commission (File No. 70-961), 
dated September 22, 1944, authorizing Arkansas Power & 
Light Company to issue and sell $30,000,000 of First Mort¬ 
gage Bonds; and a Supplemental Order of the Securities 
and Exchange Commission dated October 3, 1944, approv¬ 
ing a competitive bid for these bonds at a coupon rate of 
3%%, a price to Arkansas Power & Light Company of 
102.889, with a cost to the Company of 2.9787. The issuance 
and sale had previously been authorized by the Department 
of Public Utilities in its findings and order of September 
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15, 1944, as set forth in Exhibit 8 above. (Volume 14, 
page 5503.) 

Findings and Order of the Arkansas Public Service Com¬ 
mission, Docket XJ-93, Dated March 7, 1946, Exhibit 11 
to the Intervention of the Public Service Commission 

This is an order of the Public Service Commission Au¬ 
thorizing the Arkansas Power & Light Company to issue 
and sell 290,000 shares of its Common Stock at the par 
value of $12.50 to the Electric Power & Light Corporation 
for not less than par, and authorizing the Arkansas Com¬ 
pany to issue and sell its $5,000,000 Promissory Note bear¬ 
ing interest at 2 1 / 4%. (Volume 22, 7332-7494.) 

Exhibit 15. Order of the Securities & Exchange 
Commission, Dated April 11, 1946 

This is an order of the Securities and Exchange Com¬ 
mission (File No. 70-1251), dated April 11, 1946, authoriz¬ 
ing Arkansas Power & Light Company to issue and sell 
290,000 additional shares of its Common Stock at the par 
value of $12.50 per share and authorizing Electric Power 
& Light Corporation to acquire the same. The issuance 
and sale had previously been authorized by the Arkansas 
Public Service Commission in its findings and order of 
March 7, 1946 as set forth in Exhibit 11 to the intervention 
of the Public Service Commission, next aforesaid. (Vol. 
14, 5521.) 

Exhibit 10. Refund Order of the Arkansas Public Serv¬ 
ice Commission, Docket 225, Dated August 9, 1946 

This is an order of the Arkansas Public Service Commis¬ 
sion, authorizing and directing Arkansas Power & Light 
Company to withdraw from its “Net Electric Revenue 
Deferred Credit Fund” which the company had been or¬ 
dered to accumulate by that Commission’s order of June 
24, 1944 (Ex. 5), the sum of $1,500,000, and to distribute 
$1,000,000 of that sum to the customers of the company and 
to place in the Company’s treasury the remainder of 
$500,000 which was to be used by the company for its neces¬ 
sary corporate purposes. (Vol. 14, 5470.) 
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Exhibit 12. Order of Arkansas Public Service Commis¬ 
sion, Docket U-179, Dated March 29,1947 

This is an order of the Arkansas Public Service Commis¬ 
sion, dated March 29, 1947, authorizing Arkansas Power 
& Light Company to issue and sell to Electric Power & 
Light Corporation 100,000 shares of its Common Stock at 
the par value of $12.50 per share. (VoL 14, page 5478.) 

Exhibit 16. Order of the Securities & Exchange 
Commission, Dated April 22, 1947 

This is an order of the Securities and Exchange Com¬ 
mission (File No. 70-1500), dated April 22, 1947, authoriz¬ 
ing Arkansas Power & Light Company to issue and sell to 
Electric Power & Light Corporation 100,000 shares of its 
Common Stock at the par value of $12.50 per share and au¬ 
thorizing Electric Power & Light Corporation to acquire the 
same. This is the same transaction approved by the Arkan¬ 
sas Commission, Ex. 12, above. (Vol. 14, p. 5524.) 

Exhibit 11. Findings and Order of Arkansas Public 

Service Commission Issued in Docket U-188, Dated 

June 5,1947 

This is an order of the Arkansas Public Service Com¬ 
mission authorizing the Arkansas Power & Light Company 
to issue and sell $11,000,000 of First Mortgage Bonds. 
(Vol. 14, page 5474.) 

Exhibit 17. Order of the Securities & Exchange 
Commission Dated July 11,1947 

This exhibit consists of an order granting the applica¬ 
tion of Arkansas Power & Light Company for authority 
to sell $11,000,000 principal amount of First Mortgage 
Bonds; and a Supplemental Order dated July 22, 1947 
approving a competitive bid for said bonds at a coupon rate 
of 2%%, price to the Company of 101.09, with the cost to 
the Company of 2.8249. This is the same transaction ap¬ 
proved by the Arkansas Commission in Exhibit 11 next 
above. (Vol. 14, page 5527.) 
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Exhibit 18. Contract Dated April 22, 1925 Between 

Southern Power and Light Company and the Electric 

Power & Light Corporation. (Vol. 14, p. 5535.) 

5537 Whereas, The Southern Company represents that: 

[Tr. v. 14, p. 5537]. 

• •••••• 

5541 Arkansas Light and Power Company has validly 

granted and existing franchises covering the opera¬ 
tion of the entire property consisting of telephone and elec¬ 
tric distribution and water supply systems as now operated 
by it, which franchises contain no provisions making opera¬ 
tion thereunder commercially impracticable and have no pro¬ 
visions for payment to any governmental subdivision of any 
portion of the earnings of said Company except the fees 
payable in connection with the Federal and State licenses 
covering the operation of the Company’s hydroelectric de¬ 
velopment, and were granted by the following municipalities 
for the following purposes and extend to the following 
expiration dates [Tr. v. 14, p. 5541]: 

• •••••• 

List of franchises and indeterminate permits owned by 
Arkansas Light and Power Company, April 4, 1925, in¬ 
cluding the following electric franchises: Almyra (elec¬ 
tric), Arkadelphia (water and electric), Camden (water 
and electric) (1) , Carlisle (electric) a> , Dardanelle (electric), 
DeWitt (electric), Donaldson (electric), Dover (electric), 
El Dorado (electric and water), England (water and elec- 
tric) m , Humphrey (electric) (2) 3 , Junction City, Ark. (elec¬ 
tric), Junction City, La. (electric), Keo (electric), Louann 
(electric), Malvern (electric) <3> , Morrilton (electric and 
water), Newport (electric and water) (1) , Paragould (elec¬ 
tric) (1) , Russellville (water and electric) (1> , Plummerville 
(electric), Pottsville (water and electric), Stephens (elec- 

1 Indeterminate Permits. 

2 25 year franchises. 

3 35 year franchise. 

All other franchises run for 50 years. 





1860 


trie), Smackover (water and electric) <2) , Stuttgart (elec¬ 
tric), Ulm (electric). [Tr. v. 14, p. 5542-3]. 

• •••••• 

5544 The Pine Bluff Company has validly granted and 

existing franchises covering the operation of its en¬ 
tire property consisting of street railways, electric distribu¬ 
tion and water supply systems, which franchises contain no 
provisions making operation thereunder commercially im¬ 
practicable and have, with one exception, no provision for 
payment to any governmental subdivision of any portion of 
the earnings of said Company, and were granted by the 
following municipalities for the following purposes and ex¬ 
tend until the following expiration dates: 

Water Franchise: Granted by City Council, City of Pine 
Bluff, to Water Light & Power Company of St. Louis, Mo. 
Passed January 17, 1887, for thirty years from and after 
the legal passage of the ordinance. The City had the right, 
at the expiration of fifteen years and of every consecutive 
five years thereafter, to purchase the plant at a fair valua¬ 
tion, provided it give written notice of such intention at least 
one year before the expiration of such privileges. At the 
expiration of the original franchise, a new contract was 
entered into for hydrant rental and as the City in 1922, at 
the expiration of the first five year period, did not wish to 
purchase the property, the franchise continues to run, with 
the right of the City every five years to have the right to 
purchase. 

Electric Franchise: Granted by City of Pine Bluff to Pine 
Bluff Water and Light Company. Passed June 4,1888. To 
be in force and effect after passage and the filing of a 
written acceptance within twenty years. Accepted June 23, 
1888. No maturity. 

Electric Street Railway and Electric Light System: 
Granted by City of Pine Bluff to Bluff City Lumber Com¬ 
pany for electric railway within the City and to operate an 
electric light system for a period of fifty years from passage 


2 25 year franchises. 
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of the ordinance. Passed February 18, 1901. [Tr. v. 14, 
p. 5544]. 

• •••••• 

5547 The subsidiary corporations of The Southern Com¬ 
pany are conducting the respective business carried 
on by them without intra-municipal competition in any of 
such businesses in the respective territories where each 
such subsidiary corporation operates. [Tr. v. 14, p. 5547]. 

• •••••• 

The contract was executed by H. C. Couch, President of 
the Southern Power and Light Company and Percival C. 
Cowan, President of Electric Power and Light Corporation. 
(Vol. 14, p. 5561.) 

• •••••• 

Item II . Order of Federal Power Commission, November 
17, 1947, Determining Original Cost of Licensed Proj¬ 
ects 

This is an order determining the actual legitimate original 
cost of Project No. 271—Arkansas (Kernel and Carpenter), 
Arkansas Power and Light Company, Licensee, as of Decem¬ 
ber 31,1945, to be $7,914,420.53, and directing the disposition 
of the excess over such cost, amounting to $902,084.39. This 
order also stated: “The Arkansas Public Service Commis¬ 
sion has advised that its views conform to the determination 
and adjustments herein ordered.” (Vol. 19, 6651.) 

Exhibit 22. Contract Dated April 10,1925 Between J. D. 
Cash and O. H. Simonds, Agent by D. H. Cantrell, 
Attorney 

5570 It is agreed between J. D. Cash and O. H. Simonds, 
as agent, that Cash sells to Simonds the electric light 
plant at Hazen, Arkansas, on the following representa¬ 
tions by said Cash, towit: 
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1. That the franchise he holds is an exclusive valid fran¬ 
chise, and that the franchise of the Hazen Power & Light 
Company is now extinct. 

2. That Cash owns said plant, including the ground on 
which the plant is located in fee simple, and that there are no 
liens thereon, or if there are any liens he will pay them off 
at the closing of this transaction, and that he owes no debts 
on account of said plant, and that there are no judgments 
against him w’hich could be a lien on the plant. 

3. That the income from the plant will not fall below an 
average of approximately $3600.00 per year. 

4. That he does not now run a twenty-four hour service, 
and that in his opinion the income may be increased by an 
extended service. 

5. That there are no outstanding damage suits, or other 
claims, against the property, and no judgments. 

6. That he will turn over the property as soon as proper 
examination into franchises, abstracts of title and such 
other matters as are necessary have been concluded. 

7. That he will convey the electric light plant and the lot 
on which it is built, and also the ice storage room and the lot 
on which it is built, with good title, subject to the approval 
of the purchasers’ attorneys. 

8. That he will turn over all accessories and all personal 
property and appurtenances of every kind on hand at the 
execution of this instrument, except that he is to withhold 
his personal tools, such as belts, climbers, small tools of that 
character, and his desk and personal papers. 

9. The said Simonds shall cause an immediate investiga¬ 
tion as to the franchises and titles to the property, and an 
investigation of all of the records, and on the approval of 
the title is to pay the balance of the purchase money, 
$17,500.00, on or before May 1, 1925. (Vol. 14, p. 5570.) 
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Exhibit 23. Contract Dated April 21,1925 Between L. K. 

Armstrong and 0. H. Simonds 

5571 Witnesseth : 

The said Armstrong holds a contract with the town of 
DeValls Bluff, Arkansas, which is in the nature of a lease, 
of the electric light plant belonging to the town, and a fran¬ 
chise to operate the electric light plant for a period of ten 
(10) years from the 11th day of March, 1924, in which con¬ 
tract the town of DeValls Bluff has granted to the said Arm¬ 
strong the refusal to buy the municipal plant at any time 
during the ten year lease, when the town may desire to sell 
the same at a price of Five Thousand Dollars ($5000.00). 

The said Simonds desires to acquire that contract, pro¬ 
vided a reasonable, acceptable and exclusive franchise shall 
be granted to him by the town of DeValls Bluff for a period 
not less than thirty-five (35) years, nor more than fifty 
(50) years, to construct a modern alternating current sys¬ 
tem and supply the inhabitants of said town with light, 
power and heat during said term. The parties have agreed, 
therefore, as follows: 

1. The said Armstrong will sell, transfer and assign his 
contract and franchise and the plant to the said Simonds for 
the consideration of the sum of Fifteen Thousand ($15,- 
000.00) Dollars. 

2. The said Armstrong will secure as quickly as possible 
from the town of DeValls Bluff an electric light franchise 
as outlined above and will assign that franchise to the said 
Simonds. 

3. The said Armstrong will secure, if possible, a sale 
from the town of DeValls Bluff to him at as early a date as 
practicable of its electric light plant in pursuance to the 
provisions of Act No. 322 of the Acts of 1923, and when such 
sale to him has been made by the town he will in turn convey 
the property to the said Simonds. 

5572 4. The said Armstrong will take employment with 
the said Simonds for the purpose of operating the 

said plant, until satisfactory arrangements can be made 
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with the said Simonds, at a salary to be agreed upon be¬ 
tween them. 

5. The said Armstrong is to retain the ownership of the 
wells from which the water is now taken, and will supply 
the said Simonds with water for the purpose of operating 
the electric light plant at reasonable prices to be agreed 
upon between them, so long as the said Simonds may desire 
to request him to do so. 

6. The said Armstrong will pay off and discharge the 
mortgage held by the Peoples Bank of Four Thousand 
Eight Hundred Fifty Dollars ($4850.00) upon his part of 
the equipment and machinery of said plant, and will pay off 
and discharge any and all other claims and bills that are 
outstanding and owing by him in connection with said plant, 
and will deliver the property free of all liens, claims and 
demands whatsoever. 

7. The said Simonds will and does hereby pay to the said 
Armstrong the sum of Two Hundred Fifty Dollars ($250.00) 
for the purpose of binding this trade, and obligates and 
binds himself to pay the balance of the purchase price when 
the things hereinabove refered to have been accomplished. 
(Vol. 14, pp. 5571-2.) 

• •••••• 

Exhibit 25. Minutes of the Special Meeting of the Board 

of Directors of Southern Power and Light Company 

Held June 12, 1925 

5576 A special meeting of the board of directors of The 

Southern Power and Light Company was held at the 
office of the Company, 411 Main Street, Pine Bluff, Ark., on 
the 12th day of June, 1925, at 2:30 o’clock in the afternoon, 
pursuant to due notice. [Tr. v. 14, p. 5576]. 

• •••••• 

The Chairman stated to the meeting that negotiations had 
been made for the sale by the Company of all or substan¬ 
tially all of its properties and assets as an entirety, including 
its good-will and franchises, to Electric Power & Light Cor- 
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poration, a corporation of the State of Maine, and reported 
to the meeting that certain arrangements had been made in 

connection with the sale of such properties and assets 
5577 as an entirety, including its good-will and franchises, 

and presented an agreement, dated April 22, 1925, 
between Electric Power & Light Corporation and The 
Southern Power and Light Company, which had been 
executed and delivered for and on behalf of The Southern 
Power and Light Company by the officers of this Company, 
containing the terms and conditions for the proposed sale 
of all or substantially all of the property and assets of 
this Company, as an entirety, including its good-will and 
franchises. [Tr. v. 14, pp. 5576-8]. 

*••••*• 

Resolved that the action of the officers of this Company in 
making the arrangements reported to this meeting in refer¬ 
ence to the sale of all or substantially all of the property and 
assets of The Southern Power and Light Company as an 
entirety, including its good-will and franchises, and in exe¬ 
cuting and delivering for and on behalf of this corporation 
an agreement, dated April 22,1925, for the sale by this Com¬ 
pany of all or substantially all of its property and assets, 
including its good-will and franchises, to Electric Power & 
Light Corporation, in consideration of the issuance and de¬ 
livery to The Southern Power and Light Company of 96,181 
shares of preferred stock and 48,090^ shares of common 
stock of said Electric Power & Light Corporation be and it 
hereby is ratified, confirmed and approved, and that said 
agreement dated April 22, 1925, between Electric Power & 
Light Corporation and The Southern Power and Light Com¬ 
pany containing the terms and conditions for the proposed 
sale of all or substantially all of the property and assets of 
this Company as an entirety, including its good-will and 
franchises, be and it hereby is approved. [Tr. v. 14, p. 5577]. 

• •••••• 
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Exhibit 26. Indemnity Agreement Dated July 7,1925 Be¬ 
tween The Southern Power and Light Company and 
Electric Power & Light Corporation 

5583 Whereas, a plan has been formulated for the re¬ 
organization of Southern involving the sale of all or 
substantially all of its properties and assets, including its 
good-will and franchises, to Electric; [Tr. v. 14, p. 5583J. 

»•••••• 


Exhibit 28. A Letter Dated August 4,1926 by C. H. Moses 
to Elden Brown of the Arkansas Tax Commission 

5599 I am giving below, and enclosed, a statement of the 
property that has been acquired by the Arkansas 
Light & Power Company since May 30th, 1925. 

Tillar and Winchester. This cost $7,050.00. This in¬ 
cluded no real estate and was paid more to get the towns 
than for the little property that the concern had. Their 
physical investment did not represent half this amount. 

Portland and Montrose. They paid $8,350.00 for these 
two properties, but the purchase was on the same basis as 
Tillar and Winchester. The total physical valuation rep¬ 
resented about $4,000.00. 

The Wilmot property. This cost approximately $10,000.00, 
but the physical valuation represented only about $7,000.00. 
There was no real property connected with this plant. 

Marvel , Arkansas. The Company acquired control, so I 
understand,—although I did not handle the deal—of the 
Marvel Light & Water Company and that its value was about 
$55,000.00. I do not know what this property was assessed 
at last year, but suppose it should go on about the same basis 
this year as there has been no improvements of any conse¬ 
quence in the plant. 

Lewisville Light Plant. The Company acquired some 
worn out machinery and equipment down at Lewisville and 
in the roundabout manner in which the trade was made it 
cost about $8,000.00, although the physical properties are 
worth considerably less than that amount. I do not know at 
what it was assessed last year, but imagine it should be on 
about the same basis or maybe with a little increase. 
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5600 The Consumers Ice & Light Company, of Magnolia , 
Arkansas. Our people have acquired stock control of 
this Company and would judge the physical valuation of the 
property to be about $100,000.00. We sold it to the Magnolia 
people some three or four years ago for the sum of 
$55,000.00, but there has been considerable improvements. I 
should think that this property should be assessed at about 
last year’s assessment, with probably a small increase. 

There has also been purchased for the account of our 
Company the Hazen Light Plant and the DeValls Bluff prop¬ 
erty, but that was handled through the New York office and 
I do not know what the property cost, although I will be 
glad to furnish you these figures. There was no improve¬ 
ment of any substantial character, however, prior to May 
30th, 1926, and I imagine that you know more about these 
properties than we do and that the Assessment should be 
about the same as last year. 

Our Company has also purchased property of the 
Wynne Water & Light Plant from the City of McGehee, the 
total price of which was $134,000.00, including the expenses 
connected with the acquiring of the property. There was 
some real estate included in this property. This was bought 
in competition with several Companies and a full price for 
same was paid. As it is City property it has probably not 
been assessed heretofore and will be up to you to make the 
Assessment for the first time this season. It is my under¬ 
standing that this property was included in the general prop¬ 
erty return of the Arkansas Light & Power Company as 
was all of the other properties included herein. 

I am also inclosing a statement showing the various 
pieces of real estate purchased for our Company, which 
includes the various lands bought over in the reservoir for 
the second dam. This is for your information as the assess¬ 
ment has been made by the local authorities in Garland 
County. 

There has also been constructed since June 1st, 1925. 
transmission lines as follows: 

Cottondale to Grady, 

Dixie Mills to Cabot, 

LaGrue to Hazen, 
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LaGrue to DeVails Bluff, 

Clarendon to Holly Grove, 

Lake Village to Montrose, 

5601 Montrose to Portland, 

Lake Village to Eudora, 

The Woodward-England cut-off, 

Pine Bluff to Crossett. 

I think all of these were thirteen thousand K. V. A. lines 
with the exception of the Woodward to England cut-off, 
which is sixty-six thousand K. V. A., and from Pine Bluff to 
Crossett, which is one hundred and ten thousand K. V. A. 
It is my information that all of these lines were included in 
the general property return of the Arkansas Light & Power 
Company and that the cost of said lines was in round figures 
three hundred and sixty to three hundred and eighty thou¬ 
sand dollars. 

For your information, too, I am informed that the earn¬ 
ings and the operations from all of the above properties 
were included in the earning statement of our Company. 
Furthermore, all of said properties were included in the 
plant and equipment account and any bonds or securities 
issued against said properties are also included in the return 
of the Company. The plant and equipment account also in¬ 
cludes the above properties, and in addition thereto, the 
various ice properties and the other properties of the Com¬ 
pany. You doubtless realize the difficulty of separating our 
Ice properties and other properties that are to be assessed 
by the local authorities from our Public Utility property as 
all are operated together and the earnings are intermingled. 
Our people down at Pine Bluff estimate that 75% of the 
total properties are devoted to Public Utility purposes. 

The above is for your information. Please bear in mind 
that our people will be glad to furnish you any additional 
data you desire. [Tr. v. 14, pp. 5599-5601]. 
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Exhibit 52. Material Used by the Committees in Deter¬ 
mining the Price for Arkansas Central Stock 

5641 December 3, 1925 

Geo. H. Howard, Esq., Simpson, Thacher & Bartlett, New 
York City 

J. P. Newman, Esq., Newman, Saunders & Company, New 
York City 

Gentlemen : 

Complying with your request, I am pleased to hand you 
herewith certain pertinent data which may be helpful to 
you in forming an opinion as to the value of the Common 
Stock of the Arkansas Central Power Company and the 
Intercity Terminal Railway Company. 

Very truly yours, 

0. H. Simonds. 

OHS :IMP. 

Enel. 

5642 December 3, 1925. 

In Re. Arkansas Central Power Company 

The Arkansas Central Power Company does the entire 
electric light and power, street railway and steam heat 
business, without competition, in the City of Little Rock, 
Arkansas (estimated population—75,000), the capital of 
the state and the political, commercial, jobbing and railway 
center of the state. The company also serves by whole¬ 
sale the co mmuni ty of North Little Rock, having a popula¬ 
tion of about 25,000. 

A. Reproduction cost less depreciation (by J. 

H. Perkins, Birmingham, Ala.) as of 

7, 31/21 . $10,934,293 

Net property additions 8/1/21-10/31/25... 2,027,481 


Present day value 


$12,961,774 
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B. Valuation allowed by city for rate-making 

purposes as of 7/31/21. $ 7,000,000 

Net property additions 8/1/21-10/31/25 .. 2,027,481 


Allowed valuation for rate-making pur¬ 
poses . $ 9,027,481 


C. Long Term Debt 

Arkansas Central First Lien & Ext. 6’s 

of 1948 . $ 3,500,000 

Little Rock Railway & Electric 

First Lien 5’s of 1933. $2,000,000 

Less pledged under Arkansas 
Central Pr. 1st Lien 6’s.... 614,000 1,386,000 


Little Rock Railway & Electric 
Refunding & Ext. 6’s of 1938 $3,000,000 
Less pledged under Arkansas 
Central Pr. 1st Lien 6’s... 1,812,000 1,188,000 


First Mortgage Notes 6’s of 1928 on new 

office building . 50,000 

Second Lien 7’s of 1928. 25,000 


Total long term debt. $ 6,149,000 


Preferred Stock—10,000 shares of no par value. 
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5643 D. Income for 12 Months Ended October 31, 1925 

Operating Revenue—electric $ 1,313,765 
Operating Revenue—railway 818,693 
Operating Revenue—steam 
heat . 42,394 $ 2,174,852 

Operating expenses—electric 

(and steam heat). $ 621,153 

Operating expenses—railway 679,274 

Total operating expenses including taxes 1,300,427 

Net revenue from operation. $ 874,425 

Net non-operating revenue. 6,910 

Gross corpox-fte income. $ 881,335 

Deductions from Gross Corporate Income 

Retirement expense . $ 206,265 

Interest on long term debt... 327,973 

Miscellaneous interest deduc¬ 
tions . 6,393 

Amortization debt discount and 
expense .. * . 2,697 

Total deductions from gross corporate 
income . 543,328 

Net divisible income . $ 338,007 

Expected net divisible income calendar 
year 1925 . $ 375,000 


Officials of the Company estimate net earnings in cal¬ 
endar year 1926 will be approximately $50,000. greater 
than net earnings in 1925, which does not include saving 
of $30,000 by going to 100% one-man operation, nor does 
it include any revenue from Arkansas Light & Power Com¬ 
pany, which, dur'^ig past year, totalled $60,202 and during 
previous year $68,682. 















1872 


In the Order of the City Council of Little Rock of No¬ 
vember, 1922, allowing $7,000,000. as a valuation for rate¬ 
making purposes as of 7, 31/21, it is stipulated that— 

5644 “A fair rate of return thereon is not to exceed 
8% per annum and that a fair amount for re¬ 
newals and replacements should not exceed $150,000 
per annum plus 3% on additions to capital invest¬ 
ment.” 

On the basis of reproduction cost less depreciation as 
now accepted by courts and commissions, the value of 
the Common Stock as represented by actual property could 
be taken at $12,961,774 (see A above) less long term debt 
of $6,149,000 and Preferred Stock at $1,000,000. or $6,812,- 
774. 

The allowable return of 8% on a rate base of $9,027,481 
is $722,198, from which will be deducted interest on long 
term debt and miscellaneous interest, totalling $334,366 
(see D above) plus Preferred dividend of $70,000, making 
a total deduction from allowable return of $404,366, mak¬ 
ing available for Common Stock $317,832, which, capitalized 
at 6% indicates a value of $6,297,300. 

The property is in good condition physically; no abnor¬ 
mal expenditures are in prospect requiring a large amount 
of new money; public relations are very satisfactory, and 
there are in excess of a thousand local stockholders among 
the public and employes. The property is thoroughly sea¬ 
soned in every respect. 

5645 December 3, 1925 

In Re Intercity Terminal Railway Company 

The Intercity Terminal Railway Company operates a 
system of street car and buses in North Little Rock, Ar¬ 
kansas, a city of about 25,000, across the Arkansas River 
from Little Rock. The company operates its cars over 
a new and substantial concrete bridge to the foot of Main 
Street, Little Rock, and a transfer arrangement is in 
effect with the Arkansas Central Power Company. 
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A. A valuation of the property by J. H. Perkins, 
of Birmingham, as of May 1, 1923, gives a 


reproduction cost of. $284,756 

and an original cost of. 202,979 

Net additions 5/1/23-10/31/25 were. 92,142 


B. First Mortgage 6’s of 1935 have been issued in the 
amount of $216,000, of which $214,000. are outstanding 
(owned by National) and on which there is matured in¬ 
terest unpaid of $76,033. 

The only stock outstanding comprises 2,060 shares 
$100. par value Common, all held by National. 

The company owes National because of advances 

$ 120 , 000 . 

C. For the 12 months ended October 31, 1925: 

Total operating revenue of this company. . $169,946 


Net revenue from operation. 37,309 

Gross corporate income . 37,358 

Deductions from Gross Corporate Income 

Retirement expense . $ 5,000 

Interest on long term debt. 12,840 

Miscellaneous interest deductions. 8,294 26,134 

Net divisible income . $ 11,219 


Prior to May 1924, at which time street railway opera¬ 
tion over the bridge to Little Rock was established, the 
company made a very poor showing, due to its inability" to 
furnish transportation without transfer from North Little 
Rock to Little Rock. That improvement has since been 
effected is indicated by the following: 
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Payment of Bond interest was resumed January 31, 1925. 

Present earnings before depreciation are 1 3 A interest 
on long term debt and outstanding notes and loans payable 
of $120,000. 

North Little Rock is essentially an industrial city, and 
for that reason and the relatively restricted area covered 
provides greater patronage for a street railway than the 
average city of its size. In addition, its location, with re¬ 
spect to Little Rock, stimulates riding, as the two cities are 
separated by the Arkansas River, involving upon the part 
of the pedestrian a walk of over l /i mile across one of two 
bridges. 

The company is relieved of paving obligation. No rail 
extensions are contemplated, and as the need for trans¬ 
portation develops beyond the territory now served by the 
car lines, such will be handled, it is expected, by buses. 

The operation of the company is under the jurisdiction 
of the Arkansas Central Power Company, which, in con¬ 
sideration of an equitable fee, provides car barn facilities; 
maintains equipment and track; furnishes power; dis¬ 
patches trainmen out of its own car barn, etc. 

The operation is, therefore, very closely interwoven with 
that of Arkansas Central Power Company. 

5650 Arkansas Central Power Company, Intercity 
Terminal Railway Company 

Arkansas Central Power Company, incorporated April 
1923, does the entire electric light and power, street railway 
and steam heating business, without competition, in the City 
of Little Rock, Arkansas (estimated population 75,000), the 
capital of the State, and the political, commercial and rail¬ 
way center of the State. The company also provides all 
electricity commercially distributed, directly and indirectly, 
in North Little Rock, having a population of about 25,000. 

Intercity Terminal Railway Company operates a system 
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of street cars and busses to and in North Little Rock, and 
transfer arrangements are in effect with the street railway 
system of the Arkansas Central Power Company. 

The Arkansas company serves through 27 miles of trans¬ 
mission lines and 156 miles of distribution system about 
16,000 electric customers from a steam-electric generating 
station having 19,000 kilowatt installed capacity. This 
plant and system are interconnected with those of the 
Arkansas subsidiaries of Electric Power & Light Corpora¬ 
tion. The street railway system includes the equivalent of 
over 43 miles of single track. 

In the opinion of counsel the Little Rock electric light and 
power franchises are without time limit, and the street rail¬ 
way franchise extends until 1931. Counsel has likewise 
approved all titles and the legality of all corporate 
action. 
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5651 


Plante 


Arkansas Central Power Company 
and 

Intercity Terminal Railway Company 

Consolidated Balance Sheet 
(Inter-Company Accounts Eliminated) 

October 31, 1925 

Assets 


Current Assets: 

Cash. $ 78,034.88 

Notes and Loans Receivable. 9,045.51 

Accounts Receivable. 248,246.45 

Material and Supplies. 161,513.09 

Prepaid Accounts. 24,421.57 


Total Current Assets. 

Special Deposit. 

Sinking Fund Cash. 

Unamortised Discount and Expense 
Deferred Debits. 


Total 


Liabilities 

Capital Stock.. 

Arkansas Central Power Company 

10,000 Shares Preferred Stodc No Par Value 
150,000 Shares Common Stock No Par Value 
Intercity Terminal Railway Company 

2,060 Shares Common Stock $100 Par Value 
Funded Debt. 

Current Liabilities: 

Dividends Declared (paid November 1, 1925).. $ 18,750.00 


Notes and Loans Payable. 457,000.00 

Accounts Payable. 68,302.81 

Matured Interest Unpaid. 76,028.33 

Consumers’Deposits. 32,079.86 

Tickets Outstanding. 4,989.83 

Accrued Accounts. 220,237.60 


Total Current Liabilities. 

Reserves: 

Renewal and Replacement. 381,497.06 

Other Reserves. 327,319.22 


Total Reserves 
Surplus. 


$11,932,418.29 


521,261.50 

1,000.00 

12,490.93 

60,720.49 

30,249.17 


$12,558,140.38 


$ 4,983,741.15 


5,831,500.00 


877,388.43 


708,816.28 

156,694.52 


Total 


$12,558,140.38 
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5652 Arkansas Central Power Company 

Balance Sheet 
October 31, 1925 

Assets 

Plant and Investments. 


Current Assets: 

Cash. $ 69,460.64 

Notes and Loans Receivable. 9,045.51 

Accounts Receivable. 252,562.16 

Material and Supplies. 161,513.09 

Prepaid Accounts. 23,924.56 


Total Current Assets. 

Sinking Fund Cash. 

Unamortised Debt Discount & Expense 
Deferred Debits. 

Total. 


Liabilities 

Capital Stock: (no par value). 

Represented by 10,000 Shares Preferred Stock and 


150,000 shares Common Stock 
Funded Debt: 

First Lien & Refunding Mtge. 5% Gold 

Bonds, due April 1, 1948. 

L.R.Ry. <fe Elec. Co., First Mtge. 5% 

Gold Bonds, due April 1, 1933. *2,000,000.00 

Less: Held by Trustee for 

Sinking Fund. $361,000.00 

Held in Treasury Pledged... 614,000.00 975,000.00 


Mtge.6% Gold Bonds due April 

1, 1938 . 3,000,000.00 

less: Held by Trustee for 


Held in Treasury Pledged.. 1,812,000.00 1,931,500.00 


Mortgage Notes Payable. 

Current Liabilities: 

Dividends Declared (Payable Nov. 1). 18,750.00 

Notes and Loans Payable. 337,000.00 

Accounts Payable. 49,050.26 

Consumers’ Deposits. 32,079.86 

Tickets Outstanding. 4,797.12 

Accrued Accounts Payable . 212,109.43 


Total Current Liabilities 

Reserves.. 

Surplus.. 


$11,396,966.37 


516,505.96 

12,120.93 

60,720.49 

30,046.37 


$12,016,360.12 


$ 4,777,741.15 


3,500,000.00 


1,025,000.00 


1,018,500.00 

75,000.00 


653,786.67 

692,733.96 

273,598.34 


Total 


$12,016,360.12 
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5653 Intercity Terminal Railway Company 

Balance Sheet 
October 31, 1925 

Assets: 


Plant. 

Current Assets: 

Cash. $8,574.24 

Accounts Receivable. 914.21 

Prepaid Accounts. 497.01 


Total Current Assets. 

Sinking Fund.. 

Special Deposit. 

Deferred Debits. 

Deficit. 

Total. 

Liabilities: 

Capital Stock. 

Funded Debt: 

First Mortgage 6% Bonds, due July 1, 1935 


Current Liabilities: 

Notes and Loans Payable. $120,000.00 

Accounts Payable. 24,402.47 

Matured Interest Unpaid. 76,093.33 

Tickets Outstanding. 192.71 

Accrued Accounts Payable. 8,143.17 


Total Current Liabilities. 

Reserves: 

Renewal and Replacement Reserve. 9,273.26 

Other Reserves. 6,809.06 


Total Reserves 
Total. 


$536,451.92 


9.985.46 

370.00 

1,000.00 

202.80 

116,903.82 


$664,914.00 


$206,000.00 


214,000.00 


228,831.68 


16,082.32 


$664,914.00 
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5654 Arkansas Central Power Company 

and 

Intercity Terminal Railway Company 

Consolidated Statement of Income 
(Intercompany Items Eliminated) 

Twelve Months Ended October 31, 1925 

Operating Revenue. 

Operating Expenses 

Maintenance. $ 162,864 

Other Expenses. 1,255,015 


Net Revenue from Operation. 

Non-Operating Revenue. 

Gross Corporate Income. 

Interest on Long Term Debt. 

Other Interest and Deductions. 

Net Divisible Income. 

Preferred Dividends. 

Balance. 

Renewal and Replacement Appropriation 

Balance. 


Amount 

Maintenance Charges. $ 162,864 

Renewal and Replacement Appropriation. 211,265 


Combined. $ 374,129 


Amount 

Segregation of Operating Revenue 


Electric. $1,298,580 

Railway. 988,639 

Steam and Hot Water. 42,394 


Total. $2,329,613 


$2,329,613 


1,417,879 


911,734 

6,873 


918,607 

340,733 

17,381 


560,493 

70,000 


490,493 

211,265 


$ 279,228 


Percent 
of Gross 
7 
9 


16 


% 

56 

42 

2 


100 


M.B.M. 12/9/25. 
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5655 Valuation and Allowable and Realized Earnings 

Arkansas Central Power Co. 

Valuation at July 31, 1921, adopted by City for rate making 


purposes. $7,000,000 

Net property additions to October 31, 1925 . 2,027,481 

Total. 9,027,481 


The City Council in its order establishing the above rate base 
says, “A fair rate of return thereon is not to exceed 8% per 
annum and that a fair amount for renewals and replacements 
should not exceed $150,000 per annum, plus 3% on additions to 
capital investment.” 

(There is no Utilities Commission in Arkansas, and the rate 
making power is vested in the City.) 

The Company was therefore entitled to earn net, after deprecia¬ 


tion, for the 12 months ended October 31, 1925, about. 722,200 

The corresponding earnings realized for the year ended October 

31, 1925, were . 675', 070 

Intercity Terminal Railway Co. 

Reproduction cost at May 1, 1923 . 284,756 

Net property additions to October 31, 1925 . 92,142 


Total._.. 376,898 

Net earnings, less depreciation, as reported for the year ended 

October 31, 1925.... 32,353 

But, with depreciation adjusted so that the aggregate of main¬ 
tenance and depreciation is 25% of gross revenue, the adjusted 

figure would be approximately. 23,655 

which is about 6&% on the above stated property value. 


5656 Securities to Be Sold by National Power & Light Co. 

It is proposed that Electric Power A Light Corporation acquire all National 
Power A Light Company’s holdings in and loans to Arkansas Central Power 
Company and Intercity Terminal Railway Company. These consist of: 


Little Rock Railway A Electric Co. 1st Mtge. 5% Bonds 

in principal amount of. S 1,000 

Intercity Terminal Railway Co. l6t Mtge. 6% Bonds (out of 
$214,000 total issued and outstanding) principal amount 

of. $213,000 

Arkansas Central Power Co. Common stock, no par value 

(out of 150,000 shs. total issued and outstanding). 149,985 shares 

(The remaining 15 shs. are directors qualifying shares.) 

Intercity Terminal Railway Co. Common stock, par value 
$100 per share (2,060 shs. total issued and outstanding).. 2,057 shares 

(The remaining 3 shs. are directors’ qualifying shares.) 

Cash advances to Arkansas Central Power Co. as of Novem¬ 
ber 30, 1925... $222,000 

Cash advances to Intercity Terminal Railway Co. as of 
November 30, 1925. $120,000 






















1881 


5657 Basis of Acquisition 


A 



Rate Base 
Valuation 

Book 

Value 

Arkansas Central Power Company. 

Intercity Terminal Railway Company. 

.. $9,027,481 
376,898 

$11,023,743 

527,178 

Total. 

.. $9,404,379 

$11,550,921 

Deduct: 



Bonds with Public. 

Preferred stock with Public. 

Excess Current Liabilities. 

Reserves other than Depreciation. 

.. $5,617,500 

1,000,000 
356,127 

$5,617,500 

1,000,000 

356,127 

327,319 



Total. 

.. $6,973,627 

$7,300,946 

Balance for all securities owned by National.... 

.. $2,430,752 

$4,249,975 


In addition to above, Electric Power & Light Corpora¬ 
tion should purchase from National Company operating 
companies debt to National, which, at November 30, was 
$342,000. 
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Basis of Acquisition 


B 

Consolidated corporate income, less depreciation. $707,342.00 


Capitalized at 6% 7% 8% 

$11,789,033 $10,104,885 $8,841,750 

Deduct: 

Bonds with Public. 5,617,500 5,617,500 5,617,500 

$6,171,533 $4,487,385 $3,224,250 

Preferred Stock. 1,000,000 1,000,000 1,000,000 

Value of Securities to be acquired... $5,171,533 $3,487,385 $2,224,250 

5659 Basis of Acquisition 


C 

Annual earnings accruing to National Company on its security holdings 


Interest on bonds. $12,830 

Dividend on common at current rate. 224,978 


Income to National Company 
Residual Earnings. 


Total applicable 
Capitalized 



Income to National 
($237,808) 
$3,963,000 
3,397,000 
2,973,000 


$237,808 

54,250 


.. $292,058 

Total Applicable 
($292,058) 
$4,870,000 
4,170,000 
3,650,000 
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The value agreed upon should purchase all common 
stock of Arkansas Central Power Company, and all stock 
and bonds of the Intercity Terminal Railway Company. 
From this agreed value should be deducted excess of cur¬ 
rent liabilities over current assets at the time of the sale 
(amounting to $356,127 at October 31st), and Electric 
Power & Light Corporation, in addition to purchasing the 
equities and bonds as above, should buy from National Com¬ 
pany the current loans receivable by National Company, 
which, at November 30th, amounted to $342,000. 

5647 The special committee, consisting of Messrs. J. K. 

Newman and George H. Howard, to which was re¬ 
ferred the question of whether this Company should retain 
or sell its interest in the so-called Little Rock companies to 
Electric Power & Light Corporation, and the price which 
should be obtained therefor in the event of such sale, pre¬ 
sented its report and the Secretary was instructed to spread 
a copy in full upon the minutes of the meeting. The fol¬ 
lowing is a true copy thereof: 

“New York, N. Y., December 17, 1925 

Mr. S. Z. Mitchell, Chairman of the Board, National Power 

& Light Company, New York, N. Y. 

Dear Mr. Mitchell: 

As the Committee appointed for the purpose by you, 
pursuant to authority of the Board, to consider whether 
this Company should retain or sell its interest in the so- 
called Little Rock companies to Electric Power & Light Cor¬ 
poration, we have conferred with various persons informed 
in detail about the matter, and we have examined and con¬ 
sidered exhaustive data as to earnings, valuation, rate of 
return, competitive conditions and related matters affecting 
the Little Rock companies. 

As a result we report to you as follows: 

1. We think this Company should immediately sell all 
of its interest in the Little Rock companies, consisting of 
shares of stock, bonds, evidences of indebtedness and bills 
and accounts receivable, all as they existed on November 30, 
1925, for cash to Electric Power & Light Corporation. 
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2. We believe a fair and adequate price therefor would be 
$4,000,000. 

3. We recommend without qualification that the Board 
authorize the proper officers of this Company forthwith 
to make such sale on this basis. 

Respectfully submitted, 

(Signed) J. K. Newman, 
(Signed) George H. Howard”. 


Whereupon it was 

Voted that the report of the special committee, as pre¬ 
sented to this meeting, be and the same hereby is accepted, 
and that the officers of the Company be and they hereby 
are authorized to effect the sale of the interest of this Com¬ 
pany in the so-called Little Rock, Arkansas companies, in 
accordance therewith. 

5648 The special committee consisting of Messrs. 

Charles Hayden and Frederick Strauss, to which was 
referred the question of considering the purchase from 
National Power & Light Company of its holdings in Ar¬ 
kansas Central Power Company and Inter-City Terminal 
Railway Company, and the price which should be paid 
therefor, presented its report and the Secretary was in¬ 
structed to spread a copy in full upon the minutes of the 
meeting. The following is a true copy thereof: 

“New York, N. Y., December 21, 1925. 

Mr. S. Z. Mitchell, Chairman of the Board, Electric Power 

& Light Corporation, New York, N. Y. 

Dear Mr. Mitchell: 

Your committee appointed to consider the purchase from 
National Power & Light Company of its holdings in the Ar¬ 
kansas Central Power Company and Inter-City Terminal 
Railway Company, serving Little Rock, Arkansas, and en¬ 
virons, after consideration of the earnings, capitalization 
and other pertinent matters, and after consultation with the 
officers of your company familiar with the physical, operat- 
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ing, earning, corporate and other conditions of the proper¬ 
ties in question, begs to report as follows: 

(1) We understand that the percentages of Electric 
Bond and Share Company’s interest in your company 
and in National Power & Light Company are substan- 

I tially the same, and consequently that Electric Bond 
and Share Company is without prejudicial interest in 
these negotiations, and desires only to arrive at such a 

i settlement of the matter under consideration as will be 
fair and impartial and to the best interests of all par¬ 
ties concerned. 

(2) We understand that on the basis of price herein¬ 
after set forth, the purchase should be profitable and 
desirable, but even if the income resulting to your com¬ 
pany were sufficient only to carry the purchase, such a 
purchase would still be desirable because of the terri¬ 
torial situation resulting from the proximity of the 
Little Rock properties to other properties controlled by 
your company in the vicinity, which other properties 
are already interconnected with and serving territory 
immediately adjoining that served by the Little Rock 
companies. 

(3) As the result of negotiations your committee and 
the committee representing National Power & Light 
Company has arrived at a price of $4,000,000 cash to 

! be paid by this company to National Power & Light 
Company for all its interest in the Little Rock com¬ 
panies consisting of shares of stock, bonds, evidences of 
indebtedness, and bills and accounts receivable, all as 
they existed on November 30,1925. 

5649 (4) We believe at this price the acquisition is 

a desirable one for your company, and recom¬ 
mend that the Board authorize its officers to conclude 
the purchase forthwith. 

Yours very truly, 

i (Signed) Charles Hayden, 

(Signed) Frederick Strauss.” 
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Whereupon it was 

Voted that the report of the special committee, as pre¬ 
sented to this meeting, be and the same hereby is accepted, 
and that the officers of the Company be and they hereby are 
authorized to effect the purchase of the interest of National 
Power & Light Company in the so-called Little Rock, Ar¬ 
kansas, companies in accordance therewith. [Tr. v. 15, 
p. 5641]. 


Exhibit 58. Estimated Expenditures and Estimated 
Revenues from Southeast Arkansas Development, 
August 31,1925 

5670-2 Pine Bluff, Ark., 

August 31,1925. 

Mr. H. C. Couch, President, 

Arkansas Light and Power Co., 

Pine Bluff, Ark. 

Dear Sir: 

This report showing expenditures necessary and revenue 
available from development of Southeast Arkansas sup¬ 
plements report made by The William Crooks Engineering 
Company on the same territory. Load curves and avail¬ 
able loads are given in detail in the report referred to, and 
are omitted from this report, which shows in detail the 
expenditures and expected revenue. 

Case “A” shows the revenue available from the twelve 
properties listed on page 5, and the expenditure necessary 
to serve them. 

Case “B” is the same as Case “A” except the properties 
of McGehee and Dermott have been excluded. 

Case “C” is the same as Case 44 A ’’ except the property at 
McGehee has been excluded. 

Case “D” is the same as Case “A” except that the Ice 
Plant at McGehee has been included. 

The transmission system as estimated provides suffi¬ 
cient capacity for the available loads to be served in Arkan- 
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sas, and in addition provides 3000 K. W. at 80% p. f. and 
10% loss for delivery into Mississippi through submarine 
cable at Arkansas City. 

Yours very truly, 

Ralph Pittman, 
Electrical Engineer. 

[Tr. v. 15, p. 5670]. 

5670-3 Southeast Arkansas Development, Case “A” 

This plan contemplates the purchase of electric proper¬ 
ties only and the building of transmission lines and sub¬ 
stations to serve. 

Total Expenditures: . $686,318.00 

Credit on 33 Kv. line—Monticello to Ar¬ 
kansas Citv—Chargeable to M. P. & 

L. Co. 

Credit cost of River Crossing Chargeable 

to M. P. & L. Co. 

Net Expenditure A. L. & P. Co. ... 

Total Revenue Available; 

By making this expenditure: 


year 

Revenue 

present... 

.. 130,300.00 

1926. 

.. 161,700.00 

1927. 

.. 178,100.00 

1928. 

.. 196,600.00 

1929. 

.. 214,200.00 

1930. 

.. 228,400.00 


Under this plan, the expenditure is 2.77 times the 1930 
gross revenue. [Tr. v. 15, p. 5670-3]. 

5670-4 Case “B” 

This plan contemplates the purchase of and lines to 
serve all electric plants listed except McGehee & Dermott. 


22,100.00 

30,000.00 

634,218.00 
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Total Expenditure chargeable A. L. & P. Co. 425,318.00 


Total Revenue Available by making this expenditure: 


year 

Revenue 

Present 

75,300.00 

1926 

93,800.00 

1927 

115,200.00 

1928 

116,200.00 

1929 

127,000.00 

1930 

137,500.00 

Under this plan the expenditure is 3.10 times the 1930 
gross revenue. [Tr. v. 35, p. 5670-4], 

5670-5 

Case “C” 

This plan contemplates the purchase of all electric plants 
and lines to serve except McGehee. 

Total Expenditure chargeable A. L. & P. Co. 526,218.00 

Total Revenue Available by making this expenditure: 

year 

Revenue 

Present 

98,300.00 

1926 

118,800.00 

1927 

131,200.00 

1928 

144,200.00 

1929 

156,000.00 

1930 

167,500.00 

Under this plan the expenditure is 3.15 times the 1930 
Gross Revenue. [Tr. v. 15, p. 5670-5], 


5670-6 Case “D” 

This plan contemplates the purchase of all electric plants 
including the ice plant at McGehee and lines and substa¬ 
tions to serve these towns. 
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Total Expenditure chargeable A. L. & P. Co. 784,218.00 
Total Revenue Available by making this expenditure: 


Year 

Revenue 

1926 

236,700.00 

1927 

253,100.00 

1928 

271,600.00 

1929 

280,200.00 

1930 

303,400.00 


Under this plan the expenditure is 2.58 times the 1930 
revenue. [Tr. v. 15, p. 5670-6.] 

Page 7 sets forth electric revenue figures and page 9 
kwhr figures for “present”, and 1926-1930, inclusive, for 
each of the following: Tillar, McGehee, Winchester, Dumas, 
Gould, Dermott, Arkansas City, Portland, Montrose, Lake 
Village, Eudora, Wilmot, and the totals, and page 8 shows 
cost of power and revenue, and ratios thereof, for cor¬ 
responding years, in totals. 

Pages 11 and 12 set forth figures for expenditures for 
purchase and construction of distribution, 13 kv and 33 
kv facilities for the same places. It lists for “Purchase of 
Lake Village”, an amount of $30,000. 

• •••••• 


Exhibit 60. Arkansas Light & Power Company 1926 

Budget 

5672 Southeastern Arkansas Transmission Lines 

At present we are negotiating for the purchase of fol¬ 
lowing towns in Southeastern Arkansas: 

McGehee, Dermott, Gould, Dumas, Arkansas City, Wil¬ 
mot, Hamburg. 

We own in Southeast Arkansas the towns of Eudora, 
Lake Village, Tillar, Winchester, Montrose and Portland 
and Monticello. 

Item 6 contemplates the construction of a 33 kv line from 
Monticello to McGehee and Lake Village with 13.2 kv lines 
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from these two points to Montrose, Portland, Wilmot, Der- 
mott, Winchester, Tillar, Dumas and Gould. As these towns 
have not yet been purchased none of their revenue is con¬ 
sidered on this estimate. Credit is taken, however, for 
saving at Eudora and Lake Village, Portland and Tillar 
over present operation and additional revenue from vari¬ 
ous lines in the towns reached. This territory is very im¬ 
portant and we feel must be consolidated with our holdings 
or we may find a condition where we would be badly 
5673 hurt in this section. 

Cost of Improvement $260,000.00 

Less Material on Hand 20,000.00 

New Money Required 240,000.00 

Saving in Operation from Present 7,100.00 

Added Revenue from New Business 17,200.00 

Total Net Revenue from Improvement 24,300.00 

Present Return on Investment 10.1% 

[Tr. v. 15, p. 5672.] 

• •••••• 
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Exhibit 61. Illustration: Company A Balance Sheet 

as of App.il 1, 1922 

5674 Illustration (1) 

Company A 
Balance Sheet 
As of April 1, 1922 

Plant, original 


cost $3,000,000 Stock 

cash 300,000 Surplus 

$3,000,000 

300,000 

Total $3,300,000 Total 

$3,300,000 

Cost of stock of A to Company B as of April 

1, 1922 

$4,000,000 

Computation of Excess of System Cost over 
Original Cost— 


System Cost 

Less cash acquired 

$4,000,000 

300,000 

Cost of Plant 

Original Cost of Plant 

3,700,000 

3,000,000 

Excess of System Cost over Original Cost 
of Plant 

$ 700,000 
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Exhibit 65. Statement of Excess in Plant Account of 
Birmingham as of April 1 , 1924 

5681 National Power & Light Company 

Statement of excess in plant account of Birmingham 
As of April 1, 1924 (after giving effect to subsequent adjustments) 

Over “system cost” of Birmingham properties 
computed as indicated herein 

National’s cost of acquiring securities of Birmingham, Hous¬ 
ton, Memphis, Little Rock, Memphis Street Railway, 

Knoxville, etc., at organization of National, such cost 
having been incurred by: 


Issuance of securities 

$8,549,310 p a 7% Income bonds. $8,549,310.00 1 

34,917.5 shares $7 preferred stock. 2,095,050.00* 

121,155 shares Common Stock. 3,028,875.00* 

Cash paid and liabilities assumed (net). 1,119,829.27 


Total—as of April 1, 1922. . . $14,793,064.27 

Reduction in group investment by reason of disposition of 
certain securities from April 1, 1922 to December 7, 1925.. 4,170,704.37 


Balance in group investment at December 7, 1925.$10,622,359.90 


Portion of December 7, 1925 group investment estimated 
(on basis of earnings) to be applicable to cost of acquisi¬ 
tion of securities of predecessors of Birmingham 

35.018221%. $3,719,761.47 

Net change April 1, 1922 to December 7, 1925 . 670,651.71* 


estimated to be applicable to cost of acquisition of securi¬ 
ties of predecessors of Birmingham. $3,049,109.76 

Cash costs, subsequent to April 1, 1922, applicable specifi¬ 
cally to securities acquired of Birmingham predecessors.. 9,819,546.44 

Adjustment to reduce such cash costs by amount of proceeds 
from sale of certain minor assets. 79,926.17* 


Total equals estimated investment of National, as of April 1, 

1924, m securities of Birmingham.$12,788,730.03 


Birmingham’s cost of acquiring its properties (entered in its 
plant account) at organization, April 1, 1924, (exclusive of 
consideration paid National in connection with the acquisi¬ 
tion of such properties), such cost having been incurred by: 


Assumption of liabilities 

Bonds. 

Current liabilities. 

Retirement reserve. 

Other reserves. 

Cash received. 

Other current and miscellaneous assets 


$8,720,000.00 

1,847,753.37 

545,920.49 

585,752.15 

892,019.17* 

1,130,102.00* 


Total equals net cost to Birmingham as of April 1, 1924 of 
acquisition of properties entered in its plant account (exclu¬ 
sive of consideration paid National in connection with acqu¬ 
isition of such properties). $9,677,304.84 


♦ In dica t es red figure. 
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5682 

Aggregate of National’s estimated cost and Birmingham’s net 
cost as of April 1, 1924 (exclusive of consideration paid 
National in connection with the acquisition of such proper¬ 
ties) equals estimated “system cost”, as of April 1, 1924, 
of properties acquired (as represented by opening plant 
account of Birmingham) by Birmingham on that date.... $22,466,034.87 

Birmingham’s opening plant account as of April 1, 1924.. 37,977,878.83 


Excess, as of April 1, 1924, of opening plant account of 
Birmingham, over estimated “system cost”. $15,511,843.96 


Reduction of such excess by adjustments subsequent to 


April 1, 1924: 

By entry in 1929, whereby, upon removing from plant 
account, the gas property sold in 1929, an amount in 
excess of estimated “system cost” of such gas property 
was credited to plant account instead of to earned 
surplus. $1,245,131.76* 

By entry, in 1934, reducing plant, by charge to capital 
surplus created by transfer from stated value of com¬ 
mon stock. 12,000,000.00 

Total reduction of such April 1, 1924 excess.$13,245,131.76 

Net excess over “system cost”, remaining in Birmingham’s 
plant account. $2,266,712.20* 


Notes: 

1 Based on 7% Income Bonds at principal amount, $7 Cumulative Preferred 
Stock at $60 per share, Common Stock at $25 per share. The per share amounts 
used for the $7 Cumulative Preferred Stock and the Common Stock are not on 
the basis at which they were entered on the books of National Power & Light 
Company ($7 Cumulative Preferred Stock at $100 per share and Common 
Stock at $75 per share), but on the basis of “Market Values.” The “Market 
Values” used represent the “low” for National Power & Light Company Common 
and within one-half point of the “low” for the $7 Cumulative Preferred Stock 
of National Power & Light Company as shown by Respondent’s Exhibit No. 13 
in SEC File No. 59-12. These “lows” were made in 1922 the year in which 
such stocks were issued. 
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* Computed as follows: 

“System coot” of all Birmingham properties as of April 1, 

1924 (per above). $22,466,034.87 

Less amount included therein by reason of creation of con¬ 
tingency reserve, which amount was eliminated in 
1934 by a reversal entry. 356,113.67 


“System cost” (adjusted) of all Birmingham properties as of 
April 1, 1924. $22,109,921.20 


“System cost” of gas properties only, excluding gas property 
retained, as of Apnl 1, 1924, estimated to be 16.8554% of 
“system cost” of all Birmingham properties as of that date, 
such 16.8554%, being the per cent which the “original 

[Footnote Continued on Page 1893] 
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[Footnote Continued from Page 1892] 


cost” of gas physical properties sold have to “original cost” 

of all physical properties as of April 1, 1924. $3,726,715.66 

Deduct “original cost” of gas physical property, excluding 
gas property retained, as of April 1, 1924 . 3,701,513.55* 


Excess of “system cost” (estimated) of gas properties sold 

over “original cost” of gas properties April 1, 1924. $25,202.11 

“Original cost” of gas properties sold on March 4,1929 . 6,727,308.68 * 


Estimated “system cost” of gas properties sold. $6,752,510.79 

Amount credited to plant account on sale of gas properties, 

March 4, 1929 . 7,997,642.55 b 


properties sold, which excess was credited to plant account 

as a result of the sale of gas properties in 1929. $1,245,131.76 


• Original cost of physical properties 
As of April 1, 1924 ($3,774,943.14 less 

retained $73,429.59). $3,701,513.55 

April 1, 1924 to December 31, 1924. ... 353,276.15 

Year 1925.. 1,365,293.26 

Year 1926. 

Year 1927. 

Year 1928. ; . 

January 1, 1929 to April 30, 

1929. $48,123.45 

Less additions March 4, 

1929 to April 30, 1929 
chargeable to Contract 35,360.55 


Portion of gas property sold, previously 

classified to other departments. 

Gas property additions subsequent to 
4/1/24 retained. 


Total original cost of physical gas proper¬ 
ties sold. $6,727,308.68 


718,841.30 

492,436.54 

394,342.21 

12,762.90 

2,874.59 

314,031.82* 


b Amount credited to plant account to re¬ 
cord sale of gas property as of March 4, 


1929 . 9,344,042.55 

Less adjustment in 1934. 1,346,400.00 


Adjusted credit to plant account for gas properties sold in 1929 $7,997,642.55 
• Indicates red figures. 

5684 

* If “system cost” were computed on the basis of including in such “system 
cost” the 7 % Income Bonds, the Preferred and Common Stocks of National 
Power & Light Company issued in connection with the acquisition of the Bir¬ 
mingham situation at principal amount for the 7% Income Bonds, $100 per 
share for the $7 Cumulative Preferred Stock and $75 per share for the Common 
Stock the figures at which these securities were entered on the books of National 
then this excess over “system cost” would be $1,088,331.87 instead of $2,266,- 
712.20. If, however, this “system cost” were computed on the same basis as was 
used in computing the $2,266,712.20 (except that the 7% Income Bonds were 
included at 75% of their principal amount, the price fixed in an offer to buy 
fractions at the time of the issuance of these 7% Income Bonds), then the net 
excess over “system cost” would be $2,889,011.34 instead of $2,266,712.20. 
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Exhibit 66. Portions of Exhibit in Senate Document 92, 
Parts 23 and 24, 70th Congress, 1st Session, pp. 1399, 
1402 

Exhibit No. 4648 

Selected Extracts from the Minutes of the Executive Com¬ 
mittee and Board of Directors of Electric Power <& Light 
Corporation 


• •••••• 


Extract 9 


• •••••• 

Minutes of the board of directors of Electric Power <& 
Light Corporation, November 25,1925 

The chairman reported that it might be thought desirable 
to consider the question of acquiring control of the situation 
in Little Rock, Ark., bv the acquisition of the common stock 
and such other securities of Arkansas Central Power Co., 
as might be thought necessary. 

"Whereupon, after a general discussion, it was voted that 
this board approves in principle the acquisition of the situ¬ 
ation in Little Rock, Ark., as reported to this meeting, and 
that the question of the price which should be paid therefor 
be, and the same hereby is, referred to a committee of t-wo 
members of this board, to be appointed by the chairman. 

Whereupon, the chairman appointed Messrs. Charles 
Hayden and Frederick Strauss to serve as such committee. 

• •••••* 
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Exhibit 73. Statement of Energy Received and Delivered 
over Designated Interconnections with Other Utility 
Companies During 1946 


(Vol. 15, p. 5693.) 

5693 Arkansas Power & Light Company 

Statement of Energy Received and Delivered Over Designated 
Interconnections With Other Utility Companies 
During the Year 1946 

MKWH MKWH 

Reference Number and Connection Received Delivered 

1. 110 KV Louisiana Power & Light Co. None 21,833 

2. 110 KV Louisiana Power & Light Co. 48,065 14,035 

3. 110 KV Louisiana Power & Light Co. 90,871 5,775 

4. 110 KV Louisiana Power & Light Co. 129,937 1,258 

5. 110 KV Mississippi Power & Light Co. None 138,655 

5a. 110 KV Mississippi Power & Light Co. 36,075 8,617 ' 

6. 110 KV Memphis Generating Company and T. V. A. 87,140 11,174 

6a. 12 KV Memphis Generating Company. 32 None 

7. 110 KV Arkansas-Missouri Power Corp... 1 58,144 

7a. 110 KV Arkansas-Missouri Power Corp. None None 

8. 110 KV Arkansas-Missouri Power Corp. None 27,261 

9. 110 KV Ark-La Cooperative Corp. None None 

10. 132 KV Southwestern Gas & Electric Co. 12,316 3,438 

11. 110 KV Southwestern Gas & Electric Co. 489 9,272 

12. 13 KV Louisiana Power <fc Light Company. 146 None 


Exhibit 74. Statement of Energy Purchased and Gen¬ 
erated for Year 1946 

(Vol. 15, p. 5694.) 

5694 Arkansas Power A Light Company 

Energy Purchased and Generated—Year 1946 


MKWH Cost 

% of % of 

Amount Total Amount Total 

Power Purchased: 

From out of state. 287,756 27.4 $1,514,752 47.6 

From in state. 218,908 20.8 675,634 21.2 


Total purchased. 506,664 48.2 $2,190,386 68.8 

Power Generated. 545,406 51.8 992,476 31.2* 


Total. 1,052,070 100.0 $3,182,862 100.0 

* Does not include fixed charge (return, depreciation and taxes) on Company’s 
production facilities. 

• • • • • • • 
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Exhibit 75. Energy Sales for 1946 


(Vol. 15, p. 5695.) 


5695 Arkansas Power & Light Company 

Energy Sales—Year 1946 

MKWH Revenue 



Amount 

%° f 

Total 

Amount 

%of 

Total 

Wholly across state line. 

94,763 

10.7 

$166,701 

1.1 

Some portion may cross state line... 
Wholly consumed in Arkansas. 

87,377 

9.9 

601,795 

4.1 

50,662 

5.7 

346,091 

2.4 

Total wholesale for resale. 

232,802 

26.3 

1,114,587 

7.6 

Sales to consumers in Arkansas. 

651,068 

73.7 

13,576,038 

92.4 

Total Sales. 

883,870 

100.0 

$14,690,625 

100.0 


• • • • 






Exhibit 77. Verified Complaint Filed on January 21,1927 
in Independence Chancery Court of Arkansas in that 
Certain Case No. 185, Entitled, “Arkansas Power & 
Light Company, Plaintiff v. Water and Electric Light 
District of the City of Batesville, Arkansas, and the 
General Power & Light Company, Defendants” 

The complaint recites, inter alia, that on November 3, 
1926, the Board of Commissioners of said district, having 
advertised for bids for the sale of the water and electric 
light plants of said district, met for the purpose of con¬ 
sidering such bids; and that there were two bids submitted, 
one, by General Power and Light Company for $395,000, 
and the other, by Arkansas Light and Power Company 
(predecessor to Arkansas Power & Light Company), for 
$400,000; that on November 4, 1926, the Board accepted 
the proposal of Arkansas Light and Power Company, and 
entered into a contract with the company which recited that 
Arkansas Light and Power Company had submitted a 
proposition in writing dated November 3,1926 to the Board 
“for the purchase of the water and electric lighting plant 
and all other properties of said Improvement District,” 
and that the Board had accepted such proposal, and which 
contract provided, inter alia, that the Board would take 
proper steps to submit the proposal of purchase to the 
owners of real estate in the Improvement District as pro- 
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vided by law, for ratification; that Arkansas Light and 
Power Company relied upon the fact that the Board had 
accepted its proposal to purchase said property “at a com¬ 
petitive letting.” (Vol. 15, p. 5728.) 

**••••• 


Exhibit 78. “Order of Injunction” Dated January 22, 
1927 in the Same-numbered Matter as Exhibit 77, Supra, 
Southern Edison Company Being Added as a Party 
Defendant 

The order of injunction recites, inter alia, that it appears 
that the Water and Electric Light District is undertaking 
to sell and convey the water and light plant and properties 
of said district to the General Power & Light Company or 
to the Southern Edison Company; that “in a competitive 
bidding between said Arkansas Power & Light Co. and said 
General Power & Light Co. both before said board of com¬ 
missioners and the real estate owners of said district, the 
bid and proposal of said Arkansas Power & Light Co. was 
accepted and approved.” (Vol. 15, p. 5733.) 

• •••••• 


Exhibit 79. Verified Amended Complaint in the Same- 
numbered Matter as Exhibit 77, Supra, Filed on Febru¬ 
ary 9,1927 

In addition to similar recitals to those above mentioned 
contained in Exhibit 77, the amended complaint recites, 
inter alia, that on December 22, 1926, the Board undertook 
and purported to enter into a written agreement with Gen¬ 
eral Power & Light Company for the sale of said utilities 
to said company or to a subsidiary thereof for $425,000; that 
Arkansas Power & Light Company holds a valid contract 
with the Board of Commissioners for the sale of such utility 
property to it for $400,000; that said contract has been 
approved by property owners of the district in the manner 
prescribed by law; and prays that the Board be perma¬ 
nently enjoined from violating its contract with Arkansas 
Light and Power Company and from attempting to carry 
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out its purported contract with General Power & Light 
Company. (Vol. 15, p. 5737.) 

Exhibit B to the amended complaint sets out, inter alia, 
a letter dated November 3, 1926 to the Board of Commis¬ 
sioners of said Water and Electric Light District, from 
Arkansas Light and Power Company which reads in part 
as follows: 

“Pursuant to your permission so kindly granted to us, we 
hereby beg to submit the following proposition for the pur¬ 
chase of the electric light and water plants and distribution 
systems in the City of Batesville, Arkansas, together with 
suitable fifty (50) year franchises covering the right to 
operate same. 

“We hereby propose to pay you in cash for same the sum 
of $400,000.00 which sum is to be paid as follows: A cash 
deposit of $40,000.00 which sum is to be deposited in escrow 
immediately upon the acceptance of this proposal by your 
body and with the balance to be paid over to you upon ap¬ 
proval by our attorneys of the title, deeds and franchises 
covering said properties and the rights to operate same to 
our company. 

“In consideration of which payment you are to sell con¬ 
vey to us all titles, free of any and all encumbrances of any 
character whatsoever, to the complete light and water plants 
including all real estate, machinery, buildings, lines, mains, 
meters, poles, wires, services: in short, everything now in 
use or useful pertaining to said plants in the City of Bates¬ 
ville, Arkansas, or vicinity thereof or owned by the Light 
District, together with Fifty (50) year franchises, the terms 
of which shall be mutually acceptable to both our Company 
and your body, granting us the right to carry on the water 
and light business in the City of Batesville, Arkansas, and 
which franchises shall provide for the following rates: 

(Here are set out designated rates for electric service.) 

• •••••• 

“As a further consideration of the purchase of your 
properties we will bind ourselves to make available a mini¬ 
mum of 10,000 Horsepower of electrical energy in the City 




of Batesville, Arkansas, within 12 months from date of 
purchase, by reason of a transmission line connected to the 
distribution system at Batesville and into our super-power 
system which at the present embraces practically all of the 
larger cities of Arkansas, thereby putting Batesville in a 
competitive position as to quantity, price and availability 
of electric power with any other city in the State of Arkan¬ 
sas, regardless of size or location. 

(Here are set out designated rates for water service.) 

• •••••• 

“It is understood that the franchises hereinbefore re¬ 
ferred to are to be granted by your City Council, ratified 
by your Body, and delivered to us without any additional 
payment or consideration on our part. # * *” (Vol. 15, 
p. 5737.) 

Exhibit D to said amended complaint consists, inter alia, 
of a copy of minutes of a meeting of the Board of Commis¬ 
sioners on January 14,1927, which recites in part as follows: 

“A tentative agreement, which is hereto attached, was 
read by the Secretary. It was moved by L. F. Reeder and 
seconded by J. W. Williamson, that this contract be entered 
into and the bond be fixed at $400,000.00. Those in favor 
were: C. W. Maxfield, L. F. Reeder and J. W. Williamson. 
Those against it were: C. W. Barnett and J. C. Fitzhugh. 

“This tentative agreement was then signed by C. W. Max- 
field, L. F. Reeder and J. W. Williamson, J. C. Fitzhugh and 
C. W. Barnett refusing to sign it. Mr. E. T. Stanfield 
signed the tentative agreement for the General Light & 
Power Company. 

“Mr. Stanfield, then presented checks, as follows: 

“One on the Union Bank and Trust Company for 
$10,000.00 and a draft on True Webber & Co. drawn by 
Jno. Q. Wolf, cashier of the First National Bank, for 
$40,000.00, and they were taken over by the Chairman 
C. W. Maxfield. The checks were endorsed by C. W. Max- 
field, L. F. Reeder and J. W. Williamson.” (Vol. 15, 
p. 5737.) 
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Exhibit 80. Decree in the Same-numbered Matter as 

Exhibit 77, Supra 

The decree enjoins the Board of Commissioners of the 
Water and Electric Light District of the City of Batesville, 
General Power and Light Company and Southern Edison 
Company from carrying out the purported contract for the 
purchase of the water and electric light plants of the district 
by said companies or either of them; and directs said Board 
to execute to the plaintiff Arkansas Power & Light Com¬ 
pany” a warranty deed conveying all property of said dis¬ 
trict and embodied in” the contract of sale between the said 
Board and Arkansas Light and Power Company” and in¬ 
cluding the right to operate the same according to the terms 
of the proposals made to said Board by said Arkansas 
Light and Power Company and accepted by it on November 
4th, 1926 upon the payment of said sum of $400,000.” (Vol. 
15, p. 5761.) 

• •••••• 


Exhibit 85. A Memo of Agreement Dated July —1927 for 
the Acquisition of Newark Light and Ice Company 

This is a contract between A. Russell and Fred Rucker, 
J. F. McClurken and W. H. Holmes whereby the former 
agreed to sell and the latter to purchase all of the capital 
stock of the Newark Light and Ice Company, aggregating 
250 shares, for the sum of $43,500. Among the properties 
owned by the Company was a 60 horsepower oilengine con¬ 
nected to a 40 KVA generator; series street lighting equip¬ 
ment; poles, lines, and transformers used in the City dis¬ 
tribution system; franchise of the town of Newark granting 
a permit to use the streets and alleys for the purpose of 
erecting a distribution system; and a nine ton ice manufac¬ 
turing plant. The contract recites that before the sale 
could be consummated, Russell was to secure a release of an 
option or contract theretofore made by him with the South¬ 
ern Edison Company and upon the cancellation or release 
of said contract or option, the stock of the Company was to 
be delivered with the consideration payable on delivery. 
The contract was signed by all of the contracting parties. 
(Vol. 15 p. 5774) 
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Exhibit 86. An Agreement Dated December 21, 1927 
Between W. H. Wolf and L. R. Myers 

5777 Whereas, W. H. Wolf, of Mountain Home, is the 
owner’of Two Hundred and Fifty Shares of the no 
par value common capital stock of the North Arkansas 
Power Company, a corporation organized under the laws 
of the State of Arkansas, with a total outstanding and 
authorized common capital stock of Five Hundred shares; 
and 

Whereas, the said W. H. Wolf has this day sold said Two 
Hundred and Fifty shares, being all of the stock by him 
owned, to L. R. Myers, of Little Rock, Arkansas, for a total 
consideration of $35,000.00, the receipt of which is hereby 
acknowledged; and 

Whereas, the said L. R. Myers desires the said W. H. 
Wolf to continue as a member of the Board of Directors of 
the North Arkansas Power Company and as the President 
and General Manager thereof, all during the will and pleas¬ 
ure of the said L. R. Myers; and 

Whereas, it is felt that the said W. H. Wolf may be able 
to better function as said President and General Manager 
with a substantial block of stock standing on the books of 
said Corporation in his individual name, although the said 
stock is in fact owned bv the said L. R. Mvers. fTr. v. 15, 
p. 5777.] 

Now Therefore, [Tr. v. 15, p. 5777.] 

• •••••• 

It is further expressly agreed and understood that the 
franchise granted by the Town of Flippin, Arkansas, to the 
said W. H. Wolf becomes the property of the North Arkan¬ 
sas Power Company, and the said W. H. Wolf binds and 
obligates himself to transfer and assign said franchise to 
the said North Arkansas Power Company. [Tr. v. 15, p. 
5777.] 
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Exhibit 87. An Ordinance of the City of Batesville, 
Arkansas, Passed July 5, 1927 

The preamble of the ordinance recites that the Commis¬ 
sioners of the Water and Electric Light District had sold 
and transferred the electric plant and system of the District, 
together with the right to operate the same, to the Arkansas 
Power & Light Company. By this ordinance, the City 
granted the Arkansas Power & Light Company the right 
and privilege of operating in said City for a period of 30 
years from the date of the passage of the ordinance and 
granted the Company the right-of-way in, through, under 
and over the streets, avenues, alleys, and public ways for 
the purpose of erecting, operating, and maintaining an elec¬ 
tric light and power plant system. 

The Fourth Section of said ordinance reads as follows: 

5778 Section 4. In consideration of the large investment 
the Grantee must make to perform the obligations im¬ 
posed herein, and in consideration of the fact that the equip¬ 
ment installed or to be installed cannot be removed without 
irreparable loss and cannot be sold or diverted to other busi¬ 
ness uses, the rights and privileges herein granted by the 
City to the Grantee, his successors and assigns shall be ex¬ 
clusive during the term of this franchise. 

Section Six of the ordinance fixed the rates for electric 
service. The rates so fixed were identical with those stipu¬ 
lated in the Arkansas Light and Power Company’s letter 
bidding for the property referred to in Exhibit 79. 
(Tr. v. 15, p. 5778.) 


Exhibit 88. Ordinance Numbered 471 of the City of 
Batesvclle Passed July 5, 1927 

This ordinance is identical to Exhibit 87 except that it 
relates to water franchises running for 50 years. It fixed 
the rates for water identical with those proposed by the 
company in its bid for the property. Exhibit 79. (Tr. v. 15, 
p. 5781.) 
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Exhibit 89. A Letter Dated August 7, 1925 Written by 
Frank M. Wilkes to H. C. Couch 

5784 Regarding my trip to Magnolia, I find that in order 
to maintain a 4}/> classification against a protest of the 
Bureau we would have to add a surface reservoir of at least 
200,000 gallons, or add at least one new 500 gallon per min¬ 
ute pumping outfit including well or both and the addition 
of a 1000 gallon pump for fire. These improvements would 
cost 


200,000 gallon reservoir 
New well 
New fire pump 


8,000.00 

7,500.00 

5,000.00 


Total $20,500.00 

These expenditures would make the water supply safe 
for a town of eight thousand in 4V2 class and with proper 
city equipment would make 4 class as the next step would 
be gained by improvements in distribution mains and in 
fire department. 

The gross revenue for last 12 months will run roughly 

Electric 36,000.00 

Water 7,000.00 

Ice 19,000.00 


62,000.00 

The price of $247,500.00 is very high on this valuation, 
but I feel that even at that price we should buy as this fits 
into a front line trench of Minden, Arcadia, Homer, Haynes- 
ville, Magnolia, Hope, Prescott, Arkadelphia. [Tr. v. 15, 
p. 5784.] 


• • • 
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Exhibit 90. Department Memo Signed by “L. G.” Dated 
April 14, 1926 Addressed to W. E. Baker 

5787 When the Magnolia property was purchased there 
was considerable competition between our company 
and the Chicago people who were endeavoring to secure 
the property, and Mr. Couch employed Wade Kitchens and 
Judge C. W. McKay to handle the matter for us. 

Mr. Kitchens was paid for his services $1250, and Judge 
McKay’s bill for services has been approved at $2,500. You 
will please issue check to Judge McKay for services ren¬ 
dered in connection with the purchase of Magnolia property, 
and charge the amount to Frank A. Reid as part of the cost 
in connection with his purchase of the stock of the company. 
[Tr. v. 15, p. 5787.] 

• •••••• 


Exhibit 92. A Letter Dated January 19, 1927 Written by 
Frank M. Wilkes to Arkansas Public Service Company, 
Harrisburg, Arkansas 

5788 Confirming verbal proposals made this date to 
your Mr. Metz by our Mr. Wilkes, we would be willing 
to sell you electric power delivered at the nearest point on 
our 13.2 KV line to your Harrisburg system at the following 
rate, to-wit: 

• •••••• 

The character of the load which you are now serving 
that is largely a seasonal business makes it very difficult 
for any company to wholesale power to you at the rate 
which you can in turn retail to consumers on such a basis 
as to compete with oil engine competitors. 

For this reason we feel that a much better proposition 
all the way round would be for us to purchase your rice well 
lines to Waldenburg and Weiner, paying you therefor the 
actual physical value plus a reasonable consideration for 
territorial rights and contracting with you for delivery of 
power at your switchboard in Harrisburg at such a rate 
as will enable you to develop the business at Harrisburg 
and also at LePanto to their fullest extent. Such an ar- 
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rangement would place these properties on immediately 
paying basis and would enable you to increase the business 
in these two properties without the necessity of continually 
providing additional capacity. [Tr. v. 15, p. 5788.] 

Exhibit 93. A Letter Dated January 31, 1927 from Olin 
Allen to Frank M. Wilkes 

5790 I have just been informed that a Bott Brothers, 
Rice growers west of Harrisburg, Arkansas are plan¬ 
ning to put in a large Rice Mill in Harrisburg sometime this 
year. 

I am giving you this information to again call your atten¬ 
tion to the fact that we need this Harrisburg property very 
badly. It would fit in fine with the other holdings in the 
Territory, and I trust that we may yet be able to get hold 
of it, and in the mean time if there is anything that I can do 
toward helping this matter along I will be very glad to do 
it. [Tr. v. 15, p. 5790.] 

Exhibit 94. A Letter Dated February 7,1927 from Frank 
M. Wilkes to J. L. Longino 

• •••••• 

5791 At St. Louis I had a meeting with the Community 
Power Company at their office with Mr. Billings, 

their General Manager, who was an old friend of mine. 
They are not ready at this time to discuss either the sale of 
Helena, or electric service from our lines, but he promised 
to get in touch with me as soon as they get settled down with 
their ownership to discuss this plant. In the afternoon I 
had an engagement and met with representative of the 
Arkansas Public Service Company, who owns Harrisburg 
and operates in a territory just West of Harrisburg, which 
we expect to serve from our Fisher sub-station. He fur¬ 
nished me an earning statement of the Harrisburg Plant for 
twelve months ending December 31, 1926, copy of which is 
hereto attached. I made him a proposition to purchase for 
$188,000.00 and he made me a proposition to sell at $420,- 
000 .00, which would indicate rather a diversity of opinion 
on the value of the property. I then made him a proposal 
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that we would buy his lines "West of Harrisburg, including 
the rice well business connected thereto and also the fran¬ 
chises in the Towns of Weiner and Waldenburg and would 
furnish him current delivered at Harrisburg at 13,200 volt 
at a rate which would cost him around 2^ per KWH. He 
seemed to be very greatly interested in this proposition 
and I believe that we can work out some such contract with 
him. 

5792 In the meantime it might be well for us to consider 
paying more money for the Harrisburg situation in 
the event they would still be willing to sell, as I feel that our 
company should have this group, either owning same or fur¬ 
nishing power to them so as to protect us against Fitken 
territory in the North and placing us in striking distance for 
Jonesboro. [Tr. v. 15, p. 5791.] 

Attached to the letter is a gross revenues statement Ar¬ 
kansas Public Service Company, Harrisburg Division for 
12 months ending December 31, 1926. The division is com¬ 
posed of the towns of Harrisburg, Lepanto, Cherry Val¬ 
ley, and Weiner. Electric revenue is shown to be $35,639.94, 
merchandizing and jobbing, $2,311.75, ice, $18,428.28, water, 
$4,505.87, miscellaneous, $538.48—total, $61,424.32. Rice 
well pumping included in the revenue amounted to $6,807.53. 


• •••••• 


Exhibit 95. Telegram Dated February 11,1927 from Frank 
M. Wilkes to W. C. Tegtmeier, Vice-President, Central 
States Power and Light Corp. 

5794 Your letter Ninth Have you considered my letter 
Seventh regarding exchange lines Stop If this ex¬ 
change agreeable your company we will make you rate 
switchboard Harrisburg not to exceed two cents Stop Our 
company would not be interested purchase Harrisburg on 
basis you proposed St. Louis buy might consider paying 
from three and one half to four times gross Stop Please 
wire your reaction my letter Seventh and this telegram. 
[Tr. v. 15, p. 5794.] 
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Exhibit 96. Contract Dated March 15, 1927 Between 
Arkansas Power and Light Company and Arkansas 
Public Service Company 

In this contract Arkansas Power and Light Company 
is referred to as the “Company” and the Arkansas Public 
Service Company is referred to as the “Consumer”. [Tr. 
v. 15, p. 5795.] 

Section 1. As soon as reasonably possible after the 
signature of this contract the Company agrees to take over 
the lines and the "Weiner Distribution System and terri¬ 
torial rights of the Consumer, West of a North and South 
line lying three hundred (300) yards West of the Con¬ 
sumer’s Transmission line known as the Harrisburg and 
Cherry Valley line, where said Transmission line turns 
South of the Nickel Plate Highway to Cherry Valley, 
Arkansas and parallel thereto, and the Company shall pay 
to the Consumer on May 1, 1927, a sum in cash which shall 
equal the replacement value of the lines as agreed upon by 
and between the Consumer and the Company, plus the sum 
of Thirteen Thousand Five Hundred ($13,500.00) Dollars. 
This sale and payment is to include all rights of the Con¬ 
sumer in the Harrisburg Territory West of said agreed 
line together with all physical assets now in use or useful 
belonging to said Consumer and lying in said territory be¬ 
longing to the Harrisburg group, together with such con¬ 
tracts as the Consumer now has, either in operation or 
under signature for service in said territory. 

• •••••• 


Exhibit 97. Letter Dated March 16, 1927 from Frank M. 

Wilkes to H. C. Couch 

5799 Below is rough outline of what I estimate will be a 
cost to us of connecting up with Harrisburg and also 
immediate revenue which we will obtain from their rice 
wells which they served last year and from the Town of 
Weiner and from the Town of Harrisburg: 
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Miles of line taken over 18 @ $1500.00 27,000.00 

Distribution system Weiner 4,000.00 

6 sub-stations and stub lines @ $1500.00 each 9,000.00 
Extra payment per contract 13,500.00 


Total $53,500.00 

Meters for Harrisburg 500.00 

Oil Switch at Harrisburg 1,500.00 


Total $55,500.00 

Revenue 6 wells 7,500.00 

Revenue Weiner 1,500.00 

Revenue Harrisburg 15,000.00 


Total $24,000.00 


In addition to this we will obtain 8 new wells which we 
have under contract, but which I have made no allowance 
either in cost or in revenue. 

I am attaching hereto also copy of contract which we 
have entered into with the Harrisburg folks. [Tr. v. 15, 
p. 5799.] 

Exhibit 98. Letter Dated March 17, 1927 from H. C. 

Couch, President to 0. H. Simonds of Electric Bond & 

Share Company 

5800 I am sending you herewith copy of Agreement we 
have entered into with the Harrisburg people to¬ 
gether with summary of the business from Mr. Wilkes. 

While this is not just the kind of a trade we would like to 
have made, it seems that it is the best we could do at this 
time, and it does give us the entire rice field situation, and 
clarifies the situation. 

We hope in the final workout of the contract that we can 
get in a provision whereby we can get an option on the Har¬ 
risburg territorial properties in preference to others. It 
seems now that we will have twenty-five or thirty wells in 
that territory this year, and that is something like a hundred 
eventually available. Then, too, get the little towns of 
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Weiner and some other smaller villages that we will be able 
to connect. (Tr. v. 15, p. 5800.) 

• •••••• 


Exhibit 99. Inventory and Valuation of Transmission 
and Distribution Properties from Harrisburg to Weiner, 
Arkansas, Owned by Arkansas Public Service Co., Dated 
March 25, 1927 

Bound with this exhibit is a page of numerous pencil 
figures. In the upper left hand corner of the page is 
“$45,000.00” and on right side of page are: “13,500.00” 
and “31,500.00” totalized as “$45,000.00”. (Tr. v, 15, p. 
5802.) 


5803 Summary of Valuation 

Transmission and Distribution Property From Harrisburg to Weiner, Ark. 
Now Owned By Arkansas Public Service Co., Harrisburg, Ark. 


13 K. V. Transmission Line. 
Rice Well Substation 01 .... 

Rice well Substation 02_ 

Rice well Substation 03.... 

Rice well Substation 04_ 

Rice Well Substation 05.... 
Rice Well Substation 06.... 
Substation at Weiner. 

Weiner Electric Distribution 

Total. 

Obds 11%. 


Total new 

% 

Present 

Cost 

Cond. 

Value 

15,373.44 

95 

14,605.75 

1,237.97 

90 

1,114.18 

1,228.25 

90 

1,105.43 

1,724.23 

90 

1,551.81 

1,797.30 

90 

1,617.57 

2,129.27 

90 

1,916.35 

1,165.82 

90 

1,049.24 

1,368.98 

95 

1,300.53 

9,655.11 

2,341.94 

90 

2,107.75 

$28,365.20 

3,120.17 

31,485.37 


$26,368.61 


(Tr. v. 15, p. 5803.) 


Items I & J. Arkansas Power & Light Company’s 1946 
Power System Statement, FPC Form 12 , and 1946 
Annual Report, FPC Form 1 

(The following statement is incorporated in the Joint 
Appendix in lieu of printing items I and J respectively, 
FPC Forms 12 and 1.) 

The generation and transmission facilities of Respondent, 
together with those of Louisiana Power and Light Com- 
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pany, Mississippi Power and Light Company, and New 
Orleans Public Service Company form an interconnecting 
power system which has been developed and operated on 
a pool basis. This is sometimes referred to in the record as 
the ALMNO System. The four companies were controlled 
by Electric Power and Light Corporation. 

Respondent’s generation and transmission facilities and 
other sources of energy are used in combination with the 
generating and transmitting facilities, and other energy 
sources of the other companies, to supply the combined 
energy requirements of the ALMNO System. As conditions 
change from hour to hour, the most economical combination 
of sources of energy, in whatever state located, is utilized 
with a resulting free and general transmission of energy 
in interstate commerce. 

The actual amount of energy flowing into and out of the 
Arkansas Power & Light Co. system for the year 1946 is 
approximately that shown on Exhibit 73 (J. A. —), and 
approximately that shown in Commission’s Findings (3) 
and (4) (J. A. —), and the differences are not material. 

In 1946, the Arkansas Company delivered at points within 
Arkansas or at the state boundary to utilities operating in 
Louisiana, Mississippi, Tennessee, and Missouri a total of 
approximately 286,907,000 kwh. One of the companies 
delivered energy by the Arkansas Company was the Arkan- 
sas-Missouri Power Company. This Company operates in 
both Arkansas and Missouri and to it the Arkansas Com¬ 
pany delivered approximately 85,559,000 kwh., and of this 
amount, approximately 40,907,189 kwh. were transmitted 
to and consumed in Missouri; and the remainder thereof, 
to wit: 44,651,811 was consumed in Arkansas by the Com¬ 
pany’s consumers. All of the 286,907,000 kwh., except the 
amount consumed by Arkansas-Missouri Povrer Company’s 
Arkansas consumers, was transmitted from and consumed 
at points outside of Arkansas. 

All energy delivered by the Arkansas Company to the 
Mississippi Company is delivered for the account of the 
Louisiana Company, and all energy delivered by the Mis¬ 
sissippi Company to the Arkansas Company is delivered 
for the account of the Louisiana Company. 

Under the contract arrangements by the Arkansas, Lou- 
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isiana, and Mississippi Companies, only the hourly net 
differences between total deliveries and total receipts by 
the Respondent at all interconnection points are considered 
for billing purposes. 

In 1946, the total deliveries to the Mississippi and Louisi¬ 
ana Companies by the Respondent, or for its account, aggre¬ 
gated 323,529,590 kwh., and total actual receipts by the 
Respondent aggregated 306,148,000. Application of the hour 
difference formula used for billing purposes resulted in 
Respondent accounting for 89,263,429 kwh. as sales at whole¬ 
sale for resale. 

In 1946, the total quantity of energy on Respondent’s 
system in Arkansas was 1,169,426,000 kwh. Of this quantity 
the Respondent received 392,266,000 at the Arkansas bound¬ 
ary from Louisiana, Mississippi, and Tennessee. All but a 
small portion of said energy was generated outside of 
Arkansas. 

F. P. C. Rate Schedules 
Items K, L, M, N, O 

The flow of energy into and out of the Arkansas System 
and the delivery thereof to and receipts from, the Louisiana 
and Mississippi systems or the Mississippi system for the 
account of the Louisiana system, are covered by contracts 
between the three companies establishing and fixing rates 
for, and the conditions of, the sale and interchange of energy. 
These contracts are Items K, L, M, N, and O, rate schedules 
on file with the Federal Power Commission. These sched¬ 
ules were permitted by the Commission to take effect by 
operation of law. 

• •••••• 

Exhibit 100. A Letter Dated February 18,1929 from W. N. 

Price, Division Manager, Searcy, Arkansas, to Frank 

M. Wilkes, Pine Bluff, Arkansas 

5813 Confirming our conversation with reference to the 
proposed plant at Melburne: 

The franchise there has been taken in the name of the 
Centuary Electric Light & Power Company and was secured 
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by a Mr. Thompson of Clinton. (This man is a brother of 
the Charley Thompson who operates a Chevrolet garage 
and is one of onr Preferred Stock holders.) The franchise 
was secured by Mr. Thompson at the instructions of Mr. 
J. C. Roberts, who is in charge of the Centuary Electric 
Light & Power Company work. 

• •••••• 

To sum it all up, their intentions seem to be to build a dis¬ 
tribution system, a small isolated plant for use until such 
time as they can build a line. They have advised the peo¬ 
ple at Melburne that they intend to hook up with our sys¬ 
tem and secure power from us at Morrilton and from the 
Harrison Company at some point along the M. & X. A. 

I am informed from other sources that the Harrison 
Company has built on down as far as St. Joe, and is to fur¬ 
nish power for a Lime Crushed Rock plant there. Indica¬ 
tions are that thev mav bid on Marshall. (Tr. V. 16, p. 
5813.) 


Exhibit 101. Letter Dated February 20,1929 from Frank 
M. Wilkes, General Manager, Arkansas Light & Power 
Co. to Charles LeVasseur, Yellville, Arkansas 

5815 I am advised by round about sources that the 
Southwestern Company is building from Harrison to 

St. Joe lime plant. Wish you would look into this and 
advise me as to the truth of this statement. (Tr. V. 16, p. 
5815.) 

Exhibit 102. Letter Dated February 22, 1929 from 
Charles LeVasseur, Yellville, Arkansas to Frank M. 
Wilkes, General Manager, Arkansas Power & Light 
Company, Pine Bluff, Arkansas 

5816 In accordance with your wishes, I went to Harri¬ 
son to inquire the facts of the statement that you 

had as to the Southwest Power Company building their 
line from Harrison to St. Joe Lime plant. 

The information I gathered was from the best source 
possible as to its exactness: from the General Manager of 
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the Southwest Power Company and from their right of way 
man. I obtained this information though Judge Sam Wil¬ 
liams, Chancellor, a good friend of mine, and I can vouch 
for the correctness of his statements. 

The Southwest Power Company is now extending their 
line from Berryville to Harrison. They have secured for 
this line all the right of way and filed the deeds with the 
county clerk. The line will be a high power line and they 
will use the plant at Harrison, which will be increased, 
for a large distributor for the surrounding country. They 
have not built nor contemplated, so far, the extension of 
their line to the St. Joe plant and the general manager 
stated that there is no order from his headquarters or 
such project intimated by them. Their right-of-way man 
who was seen separately from the general manager sub¬ 
stantiated these facts. Their project, adopted at their last 
meeting at Shreveport, is an extension of their line from 
Fayetteville, the building of a high power line from Berry¬ 
ville to Harrison, the increase of the Harrison plant and 
the construction at Tulsa of a large oil fuel plant. The 
transmission line from that oil plant will reach to Gravette, 
Arkansas, Benton County, and from there will be distri¬ 
buted to Fayetteville, Rogers and Harrison. This com¬ 
pany agreed to charge 13^ pr KWH with a minimum of 
$1.50 which is to be reduced as soon as connection between 
these different towns is made to $1.00. 

I also learned that two of this company’s engineers— 
Mr. Jones and Mr. Cole—went to Mountain Home and 
Cotter at the request of these towns. They passed through 
Yellville some days ago on their way to Batesville. The 
general manager told also that his company was con¬ 
templating furnishing power and light to all the small 
towns in the vicinity of Harrison, Fayetteville and Rogers— 
intending to cover as much territory as possible with their 
lines. 

5817 In the event that this company would try to do 
anything towards a line between Harrison and St. 
Joe, Judge Williams will be kind enough to advise me at 
once. (Tr. V. 16, page 5816.) 
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Exhibit 103. Letter Dated March 11, 1929 from H. B. 
Numer, Manager Yellville Light & Ice Company, Yell- 
yille, Arkansas, to Frank M. Wilkes, Arkansas Power 
and Light Company 

5818 Received your letter of March 9th and I am well 
pleased with your reply. 

Capt. La Vasseur has probably informed you by this time 
that we received the franchise on Everton, after a four 
hour session with the council there. I believe Harrison 
had been figuring some with them as they insisted on a $1.50 
minimum per month and a 15? K W rate. 

I have been considering a proposition in this vicinity 
which I am submitting to you, with a map attached, for 
your consideration, and with your approval I would like 
to investigate in detail. I believe if we had a line west from 
here to Lead Hill via Pyatt and Zinc & to Everton, West¬ 
ern Grove, St. Joe Lime plant and St. Joe, with a power 
unit on Crooked Creek that it would pay 20% on a $300,000 
investment. This circuit would reach most of the mining 
section except Rush Creek. And conditions look favorable 
for the price of zinc to advance. By this circuit the Co. 
would be in a position to offer power for mining immedi¬ 
ately whereby if there was no power available they would 
use other power. The Co. above us is building a 110,00 volt 
line into Harrison, which I do not understand their reason 
and it may be to be in a position to offer power for this 
purpose some day. 


• •••••• 

Exhibit 105. Letter Dated August 16,1929, at Pine Bluff, 
Arkansas, from Frank M. Wilkes, General Manager, to 
H. C. Couch, “Building” 

5821 For vour information, we yesterday met with rep¬ 
resentatives of the Southwestern Gas & Electric Com¬ 
pany and entered into a tentative verbal agreement subject 
to approval of their President, also subject to your approval, 
whereby we would purchase Natchez with an electric gross 
of $211,043.63 and $69,466.44 gas, a total of $280,510.07 for 
six times its gross, or $1,683,060.42. 

Similarly we agreed to purchase Harrison with electric 




1915 


gross of $62,071.95 and an ice gross up to June 30th of 
$15,737.58, Total $77,809.53, plus the transmission line from 
Harrison to three miles west of Berrvville, a distance of 
approximately thirty-five miles for the sum of $550,000.00, 
plus an expenditure which is now being made by the South¬ 
western Gas & Electric Company for a distribution system 
and substation for the little Town of Alpena Pass where 
they will have from forty to sixty customers with an invest¬ 
ment of something less than $25,000.00. 

• •••••• 


It is the writer’s opinion that both of these purchases 
should be ratified and properties taken over as tentatively 
worked out. The figures already furnished by them are to 
be subject to verification by our auditors and engineers and 
their franchises are to be passed on by our company. (Tr. 
V. 16, page 5821.) 

Exhibit 106. Agreement Dated September 14, 1929 Be¬ 
tween Southwestern Gas and Electric Company, Seller, 
and W. W. Staplin, Purchaser 

5821 Seller represents that it owns all the properties, 
rights, privileges and franchises now being used in the 
conduct of the electric and ice business in and in the immedi¬ 
ate vicinity of the Municipality of Harrison, Boone County, 
Arkansas, including but not limited to all electric generating 
plants, electric sub-stations, electric distribution system 
properties, all ice plants, ice sales and delivery equipment 
and all other properties and equipment used or useful in the 
generation, transmission and distribution of electricity and 
the manufacture, sale and delivery of ice in and immediately 
adjacent to said Municipality. 

• ••••*• 

5823 Seller represents that attached hereto are true and 
correct copies of the franchises under which the 
properties above-mentioned are operated and will be 
operated. Seller represents that it possesses good and 
marketable title to the franchises, copies of which are at¬ 
tached; that such franchises have been duly granted and 
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are validly existing; that such franchises are assignable 
and -will remain assignable without the consent of 
5824 any governmental authorities and constitute all the 
franchises necessary for the construction and con¬ 
venient operation of such of the properties above-mentioned 
as for the construction or operation of which franchises 
are or will be necessary. Seller represents that it pos¬ 
sesses all other governmental permits and authorizations 
necessary for the construction and convenient operation 
of the properties above-mentioned and that such permits 
and authorizations are assignable. 

• •••••• 


5827 Now, Therefore, in consideration of the premises 
and of the mutual covenants and conditions herein 
contained, it is hereby covenanted and agreed as follows: 

• •••••• 


5829 The closing of sale of all or any part of the prop¬ 
erties, franchises and assets constituting the subject 
matter of this Contract shall in any case be in consummation 
of this Contract with respect to the conveyance and transfer 
of said owned properties and shall terminate all obligations 
and responsibilities of Seller on account of the representa¬ 
tions herein contained. 

• •••••• 


5830 IV. The purchase price under this Contract shall 
be $550,000.00, payable in cash at the time of closing, 
as herein contemplated, or at the Purchaser’s election, pay¬ 
able 25% in cash at the time of closing, as herein contem¬ 
plated, and 75% payable in cash on or before nine months 
from the time of closing. 

• •••••• 


5836 XII. The closing of sale hereunder shall be made 
on November 1,1929, at 11 o’clock A. M., at No. 2 Rec¬ 
tor Street, Borough of Manhattan, New York, N. Y., or at 
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such bank or trust company in the Borough of Manhattan, 
City of New York, as the Purchaser may designate. 

*•••••• 

The prompt and faithful performance of all of the obli¬ 
gations of W. W. Staplin of the conditions and obligations 
assumed by him under the terms of the contract were guar¬ 
anteed by Electric Power & Light Corporation. (Tr. V. 16, 
page 5821.) 

Exhibit 107. Letter Dated October 22, 1929 from Frank 

M. Wilkes to H. C. Couch, President, Arkansas Power 

& Light Co. 

5844 Relative to the purchase of the Natchez and Harri¬ 
son properties from Mr. Insull, beg to advise that the 
New York auditors have checked the revenues and expenses 
for the twelve months ending June 30,1929, and we have re¬ 
ceived copies of all Abstracts of Title, Franchises and con¬ 
tinuing Contracts in effect in these properties. 

Power line serving Harrison consists of three miles of 
#0 aluminum line West of Berryville and thirty miles of 
#3/0 aluminum H frame line from Berryville to Harrison 
and a new and modern 1000 KVA substation at Harrison 
which is completed with regulators. 

The value of these lines and substation is 


3 miles @ $3,000.00. $ 9,000.00 

30 ” ” 4,500.00. 135,000.00 

1—1000 KVA substation. 25,000.00 

T-O-T-A-L $169,000.00 


The revenue from Harrison for 12 months ending June 
30,1929, was 

Electric 
Ice .... 


$ 62,071.95 
15,737.58 


T-O-T-A-L 


$ 77,809.53 
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In addition to this we will get two small towns, one Belle- 
fonte with a revenue of about two thousand the the other Al¬ 
pena Pass with a revenue of about six thousand dollars per 
year. 

5845 The total investment which we will have in this 
property will be: 

Purchase price Harrison. $550,000.00 

” ” Alpena & Beliefonte... 20,000.00 

New whiteway for Harrison. 10,000.00 

Rebuilding at Harrison (Southwest 
quarter of town). 15,000.00 


T-O-T-A-L $595,000.00 

The total investment now at Yellville, 

Mountain Home, Cotter district is 

roughly . $175,000.00 

The investment at Berryville and Green 

Forest is approximately. $200,000.00 

The cost of connecting Harrison to 
Yellville, a distance of thirty miles $ 50,000.00 

TOTAL INVESTMENT IN DIS¬ 
TRICT $1,020,000.00 

Present revenue Harrison. $ 77,809.53 

” 99 Berryville & Green 

Forest . 29,862.09 

” ” Cotter Group. 21,871.79 


TOTAL PRESENT REVENUE $129,543.41 

We can increase revenue at least 25% 
during 1930 with tie-in made as 
above indicated. $ 32,385.85 


TOTAL REVENUE 1930.$162,929.26 

Operating ratio for entire set-up with 
all tied together and power pur¬ 
chased from Insull at $1.50 per KW 
plus It per KWH will be not more 
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than 50% and net from operation 

would be. $ 81,464.63 

or slightly more than 8% on the total 
investment. 

Without Harrison we will never be able to show any sub¬ 
stantial growth in either the Berrvville or Cotter group and 
in the latter, especially will be confronted with the immedi¬ 
ate necessity of installation of a new engine which will cost 
us not less than $75,000 with little or no increase in revenue. 
We are at present running on a shoe string at Cotter and if 
we had an accident to our large engine there would be 
down and out. 


• •••••• 

5846 The sale of Harrison to our Company will definitely 
isolate the Blytheville group and will do away with 
the chance of Insull developing power on Current River to 
supply both Blytheville and Harrison Rogers groups. 

The municipal agitation can, I am sure, be closed out at 
Harrison by giving them a contract for 100—80 C. P. street 
lights and 40—250 C. P. wliitewavs for $1,200.00 per year. 
These lights will consume 

100— 80 C.P.24,000 KWH 

40—250 C.P.20,000 ” 

T-O-T-A-L .44,0000 ” 

which will cost us an average of 2^ per KWH or $880.00 per 
year. Renewals and maintenance will cost us less than 
$300.00, leaving us in good shape on an even break. I can 
get our standard rate schedule at Harrison and I think an 
adjustment of our franchise term to twenty-five years. 

All taken together I heartily recommend purchase of 
Harrison at the price offered bv Mr. Insull. (Tr. V. 16, 
page 5844.) 
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Exhibit 108. Letter Dated October 22, 1929 from Frank 
M. Wilkes, General Manager, to A. Lieberman of the 
Southwest Gas & Electric Company 

• •••••• 

5847 On the Harrison property, as this was a flat rate 
transaction of $550,000.00 for the entire works in¬ 
cluding the transmission line, we understand there will be 
no charge due to excess earnings of $2,925.32. 

• •••••• 

(Tr. V. 16, page 5847.) 

i 

Exhibit 109. “Conveyance” Dated November 1 , 1929; 
Southwestern Gas and Electric Company, Grantor 
and Seller ; W. W. Staplin, Grantee and Buyer 

5848 Know All Men By These Presents : 

That the Southwestern Gas and Electric Company, a 
corporation organized under the laws of the State of Dela¬ 
ware and having an office in the City of Texarkana, State 
of Arkansas, (hereinafter called the “Company”) for and 
in consideration of the sum of ten thousand dollars in cash, 
and other valuable considerations, to it paid by W. W. Stap¬ 
lin, the receipt of which is hereby acknowledged, has given, 
granted, bargained, sold, conveyed, assigned and trans¬ 
ferred, and does hereby give, grant, bargain, sell, convey, 
assign and transfer unto the said W. W. Staplin, and unto 
his successors, heirs and assigns forever, all and singular, 
the following described real estate, franchises, rights and 
properties in Boone County, Arkansas, to-wit: 

5849 (a). All the properties, rights, privileges and 

franchises owned by the Company and used in the 
conduct of the electric and ice business in and in the 
immediate vicinity of the Municipality of Harrison, 
Boone County, Arkansas, including but not limited to 
an electric generating plant, the electric substations, 
electric distribution system properties, ice plant, ice 
sales properties and other properties and equipment 
used in the generation, transmission and distribution 
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of electricity and the manufacture and sale of ice in 
and immediately adjacent to said Municipality. 

• •••••• 

This conveyance also covered the Seller’s electric dis¬ 
tribution system then under construction at Alpena Pass 
and all equipment, material, supplies, shop equipment, shop 
tools, transport equipment used or held for use in conjunc¬ 
tion with the electric and ice business in and immediately 
adjacent to Harrison. (Tr. V. 16, p. 5848). 


Exhibit 110. “Sale Contract” Dated June 26, 1930 Exe¬ 
cuted Between R. E. Lee Wilson, Sr., Seller, and W. R. 
Roddy, Buyer 

5853 First: The Seller represents and guarantees that 
the Wilson Power & Light Company is authorized to 

do business in the State of Arkansas; that it has valid fran¬ 
chises and rights to transact business in the various towns 
in which it operates, and rights-of-way for its transmission 
lines; 

5854 Second: The Seller agrees to sell and deliver, 
and the Buyer agrees to purchase and pay for all of 

the outstanding shares of the Common Capital stock of 
the Wilson Power & Light Company, consisting of 10,000 
shares, without nominal or par value, for the sum of One 
Million ($1,000,000.00) Dollars. 

• •••••• 

Fourth : The delivery of the stock and the payment of the 
purchase price shall take place at the Bank of Commerce 
& Trust Company, in the city of Memphis, Tennessee, on the 
15th day of July, 1930. But it is agreed, however, that the 
buyer may, if he so elects, purchase the assets of the Wilson 
Power & Light Company, in lieu of purchasing the 

5855 common stock, in which event he shall liquidate all 
the liabilities of the company, as shown by the books 

of the company as of May 31st, 1930, and which have been 
incurred since that date in the ordinary and prudent opera- 


1922 


tion of the business of the company, and pay the seller the 
net sum of One Million ($1,000,000.00) Dollars; and if any 
additional income tax is thereby incurred, over what the 
seller would have to pay in the case of a sale of the common 
stock, the buyer will indemnify the seller for the excess. 

Fifth: As part consideration for the purchase price of 
said stock or assets, the buyer agrees that on the consum¬ 
mation of said purchase that it will cause Wilson Power 
& Light Company to convey to seller the flour mill property, 
and the office building south of the main line of the St. 
Louis-San Francisco Railroad Company running through 
the town of Wilson, but not including inventory and sup¬ 
plies and finished products, and miscellaneous properties, 
nor the ice plant property. (Tr. V. 16, p. 5853.) 

• •••••• 

Exhibit 112. Letter Dated September 14,1925 From Frank 
M. Wilkes, General Superintendent, Arkansas Light 
and Power Company, Pine Bluff, Arkansas, to B. O. 
Cummings, Portland, Arkansas 

5856 We hereby propose to purchase the entire electric 
distribution system, plant, lines, poles, wires, cross 
arms, meters, in short everything in use or useful belonging 
to the electric systems in Tillar, Winchester, Portland and 
Montrose, together with transmission systems between Port¬ 
land and Montrose and between Tillar and Winchester, in¬ 
cluding also a good and acceptable franchise in each of the 
four Towns above listed. 

• •••••• 

We further agree to pay in addition to the very low rate 
for electric current the sum of Eighteen Thousand ($18,000) 
Dollars in cash which sum is to be paid to you upon delivery 
to us of a good clear title to all property herein listed, to¬ 
gether with franchise as aforesaid. 

We further propose to lease the electric plant, which we 
herein purchase, to you until such time as our transmis¬ 
sion lines are completed to connect to the present distribu¬ 
tion system, but not later than April 1st, 1925 pay us as a 
rental for the properties as follows: (Tr. V. 16, p. 5856). 
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Exhibit 113. Bill of Sale Dated September 30, 1925; B. 0. 

Cummings, Vendor; Frank A. Reid, Vendee 

5858 That said B. 0. Cummings and Myrtle Cummings, 

his wife, for and in consideration of the sum of One 
Hundred Dollars ($100.00) and other good and valuable 
consideration to them this day cash in hand paid by said 
Frank A. Reid, the receipt of which entire consideration 
for this sale is hereby acknowledged, do hereby grant, bar¬ 
gain, sell and deliver unto said Frank A. Reid, his personal 
representatives and assigns, the following described per¬ 
sonal property, to-wit: 

• •••••• 

5859 3. And as a part of the consideration for the 

purchase price paid for the above equipment, and 
as a material part of this contract and Bill of Sale, 
said vendors do hereby transfer and assign unto and 
vest in said Frank A. Reid, his personal representa¬ 
tives and assigns, all of the rights, leasehold interests 
and easements held by said B. O. Cummings and Myrtle 
Cummings or either of them, in the building and on the 
land now occupied or used by said electric generating 
plant and station at Tillar, Arkansas, together with 
the franchise and privileges held by said B. O. Cum¬ 
mings from the towns of Tillar and Winchester, and 
Portland and Montrose, and the rights and privileges 
and easements held in connection with said respective 
transmission and distribution systems, for the opera¬ 
tion and maintenance of said electric generating and 
distribution systems in said respective towns, in so 
far as the franchises held by said Cummings from said 
respective towns are assignable; it being understood, 
however, that the grantee herein does not assume any 
contractual obligations of said B. O. Cummings to said 
towns or either of them. 

• •••••• 

Among the properties conveyed were oil engines, gener¬ 
ators, exciters, switch boards, poles, transmission wires 
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and other wires, transformers, meters, street lights and 
other equipment constituting the electric generating plant 
and electric light and power distribution system in and 
about the town of Tillar (Tr. V. 16, p. 5858). 

• •••••• 


Exhibit 114. Letter Dated June 2,1925 from Ben Wright, 
Wilmot Light and Power Company, Wilmot, Arkansas, 
to General Manager, Arkansas Light & Power Company, 
Pine Bluff, Arkansas 

• •••••• 

5862 I am planning to enlarge my plant after this year; 
but would prefer to purchase power of you, should 

you extend your lines in or near this vicinity; or trade out 

with vou on some kind of a basis. 

* 

I had a talk with the owner of the Portland & Montrose 
plants and think he would consider power or purchase, 
which would make this a mighty good territory, and if you 
would be interested in this territory you might come down 
to see me. (Tr. V. 16, p. 5862). 

Exhibit 115. Letter Dated June 3, 1925 from Frank M. 
Wilkes General Superintendant, to Ben Wright, 
Wilmot Light & Power Co., Wilmot, Arkansas 

5863 In regard to the latter part of your letter the 
writer will, personally, get in touch with you a little 

later on and see if we can work out a proposition which 
would be mutually satisfactory. We would probably be 
more interested in the direct purchase of your property 
than we would be in wholesaling power, but we can discuss 
this when we get together (Tr. V. 16, p. 5863). 
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Exhibit 116. Report on Physical Water and Ice Property, 
Dumas, Arkansas, Dated August 28, 1925 

5864 Report on Physical Valuation 

of 

Municipal Water & Electric Property 
Dumas, Arkansas 

Summary 


Totals 


1. Land 

$ 500.00 

2. Building 

800.00 

3. Generating Equipment 

6,828.00 

4. Switching Equipment 

1,162.50 

5. Wells 

3,000.00 • 

6. Electric Distribution 

5,827.45 

7. Water Distribution 

19,952.38 

8. Miscellaneous 

600.00 


Total Value . $38,670.33 

Except as to amounts, the remainder of the Exhibit is 
similar to that shown in Exhibit 129 (Tr. V. 16, p. 5864). 


Exhibit 117. Report on Electric Property, Gould, Arkan¬ 
sas, Dated August 28, 1925 

5875 Physical Valuation of Electric Property 

Gould, Arkansas 


1. Generating Equipment. $1,787.50 

2. Switching Equipment. 150.00 

3. Distribution System . 3,887.79 

4. Miscellaneous Equipment . 350.00 

Physical Value . $5,175.29 
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Except as to amounts, the • remainder of the Exhibit is 
similar to that shown in Exhibit 129 (Tr. V. 3,6, p. 5875). 

******* 

Exhibit 118. Letter Dated October 27, 1925 from D. V. 
Leatherman, Manager, Gould Cooperage & Lumber 
Company, Gould, Arkansas, to Arkansas Light & Power 
Company, Pine Bluff, Arkansas 

5884 We have not had any definite information from the 
party who was figuring some on leasing our mill, so 

we have just about made up our minds to start it up just 
as soon as we can get enough timber banked to make a run. 
Never the less would like to see you down in this neighbor¬ 
hood, as I know- you can give the people here much better 
service than I am able to give them, and if you folks really 
want to buy the Electric Light proposition here at Gould, 
and are willing to pay some where near what it is worth 
I believe, we can get together on some kind of a deal. 

We believe that the system that we have and the 50 year 
franchise should be and is worth $10,000.00. For your in¬ 
formation might state that our light revenues are getting 
larger right along. This month the receipts w-ere $310.00. 
By making 2 or 3 small extensions, we can take on about 
8 more customers. The light bill will of course be more 
next month than they are this month. They wrould have 
run a little higher this month than they did, but we only 
gave them 24 hour service 5 days this month. We have a 
proposition here that we figure is going to be worthy of 
future consideration, as Gould is growing like a weed. 
(Tr. V. 16, p. 5884.) 

Exhibit 119. Letter Dated November 4, 1925 from Frank 
M. Wilkes, General Superintendent, Arkansas Light & 
Power Company, to D. V. Leatherman, Gould, Arkansas 

5885 Replying to your letter of October 27th addressed 
to Mr. J. L. Longino in regard to the sale of your 

light plant and the operation of your ice plant, beg to advise 
that the sale of this plant to our company hinges on what 
we do at Dumas. We are at present negotiating with them 
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and it appears certain that we will have fairly favorable 
conclusion. As soon as we have disposed of the Dumas 
situation we will arrange to get in touch with you again in 
regard to your plant and see if it will not be possible to 
work out a proposition at Gould which will be satisfactory 
and remunerative to both of us. (Tr. V. 16, p. 5885.) 

• •••••• 

Exhibit 120. Contract of Sale Dated December 3, 1926 
Between Gould Cooperage, Light & Ice Company and 
Arkansas Power & Light Company 

5886 The undersigned Gould Cooperage, Light & Ice 

Company, a co-partnership composed of D. V. 
Leatherman and Jennie Leatherman, the owners of the 
electric light and power plant and distribution system in 
the Town of Gould, Arkansas, and on Sept. 12, 1924 also 
known as the Gould Cooperage & Lumber Company, a co¬ 
partnership composed of the same persons and the Grantees 
in Ordinance No. 45 passed by the Mayor and Board of 
Aldermen of the Town of Gould, Arkansas, on Sept. 12, 
1924, hereby offers and proposes to sell, convey and assign 
to you, your successors or assigns all the distribution sys¬ 
tem of said electric light plant including all poles, wire, 
transformers, meters, and every other thing pertaining to 
said distribution system, being all of said electric light 
plant and system, excepting the power station and ma¬ 
chinery and property in connection with the said electric 
light power station situated in the Town of Gould, together 
with one lot, either No. 2 or No. 11, in Block 2, Joslvn Addi¬ 
tion to the Town of Gould, east of the railroad; and also to 
assign, transfer, convey unto the said Arkansas Power & 
Light Company, its successors and assigns, all the rights 
and privileges granted and given to said Gould Cooperage 
& Lumber Company by said Ordinance No. 45 passed and 
approved by the said Mayor and Board of Aldermen of the 
Town of Gould on Sept. 12, 1924; for the consideration of 
Ten Thousand ($10,000.00) Dollars to be paid to said co¬ 
partnership by you on or before 2nd day of Jan. 1927, 

And the undersigned furthermore will furnish and de¬ 
liver to you within 10 days from this date proper written 
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instruments conveying said property, franchises and 
rights to yon and also proper abstracts of title showing 
good title to said property and franchise and rights granted 
by said Ordinance in said co-partnership and upon approval 
of said form of conveyances and title will deliver same to 
vou upon pavment of said consideration. (Tr. V. 16, p. 
5886.) 


Exhibit 121. Warranty Deed Dated December 16, 1926; 

Gould Cooperage, Light & Ice Company, Grantor, Frank 

A. Reid, Grantee 

5888 Know all men by these presents : 

That Gould Cooperage, Light and Ice Company and 
Gould Cooperage & Lumber Company, both partnerships 
composed of D. V. Leatherman and Jennie Leatherman, 
who are the only members of said partnerships, all of the 
Town of Gould, Arkansas, for and in consideration of the 
sum of Ten Thousand ($10,000.00) Dollars cash in hand 
paid by Frank A. Reid, the receipt of which is hereby ac¬ 
knowledged, have granted, bargained, sold, conveyed, con¬ 
firmed, assigned and transferred, and by these presents do 
grant, bargain, sell, convey, confirm, assign and transfer 
unto the said Frank A. Reid and unto his heirs and assigns 
forever, all of the following described property, both real 
and personal, situated in the County of Lincoln, State of 
Arkansas, to-wit: 

Lot 2, Block 2, of Joslvn’s Addition, east of the Rail¬ 
road, facing Adams Street, being a lot 50 by 140 feet 
in the Town of Gould, Arkansas. 

Also, the electric distribution system within the said 
Town of Gould, including all poles, wires, trans¬ 
formers, materials, supplies and every other thing or 
property pertaining to the said distribution system, 
excepting the Power Station and the machinery and 
property used in connection with said Power Station, 
situated in the Town of Gould, Arkansas; 

Also, to assign and transfer to the Company all 
franchises and rights they own for the operation and 
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maintenance of an electric light and distribution sys¬ 
tem in said Town, Ordinance 145, passed by the Town 
Council of Gould, Arkansas, on the 12th day of Sep¬ 
tember, 1924. (Tr. V. 16, p. 5888.) 

• •••••• 

Exhibit 122. Deed Dated October 13, 1926, the City of 
Dumas and Electric Light Improvement District 
No. 1 , Grantors, Arkansas Light and Power Company, 
Grantee 

5891 Know all men by these presents : 

That the Town of Dumas, acting through its Mayor, M. A. 
Bridwell, and Jeff Burnett, its Recorder, under and pursu¬ 
ant to authority vested in them by a resolution passed by 
the Council of the Town of Dumas, Desha County, Arkan¬ 
sas, on the tenth day of September, 1926. 

• •••••• 


5892 That the Board of Commissioners of Electric 
Light Improvement District Number One (1) in 
Dumas, Arkansas, acting through its Chairman, S. A. 
Banks, and its Secretary, G. C. Eddington, under authority 
vested in them by resolution duly passed on September 
10th, 1926, by Board of Commissioners, 


for and in consideration of the sum of Thirty-Two Thou¬ 
sand Five Hundred Dollars ($32,500.00) cash in hand paid, 
receipt of which is hereby acknowledged, the said City of 
Dumas and the District do hereby grant, bargain, sell and 
convey unto the Arkansas Light and Power Corn- 
5893 pany, and unto its successors and assigns forever, 
the following described real and personal property, 
situated in the Town of Dumas, County of Desha, State of 
Arkansas, to-wit: 

The South Half (SV 2 ) of the North Half (N%) of 
Lot Four (4), Block Nine (9), Pickens Addition to the 
Town of Dumas, together with all buildings, improve- 
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ments and appurtenances thereunto belonging; also, 
all poles, overhead wires, electric light lines, work¬ 
shops, structures, fixtures, pumps, engines and their 
auxiliaries, meters, transformers, switchboards, ma¬ 
chinery, implements and tools of every kind and nature 
whatsoever now owned and used in connection with 
said electric light generating and distribution system, 
together with the right to operate same. (Tr. V. 16, 
p. 5891.) 


• •••••• 

Exhibit 123. Option Dated August 13, 1925 from A. T. 

Ward of Lewisville, Arkansas, Running to L. R. 

Myers of Pine Bluff, Arkansas 

5895 Know all men by these presents, that I, A. T. 

Ward, of Lewisville, LaFavette County, Arkansas, 
for and in consideration of the sum of $25 to me cash in 
hand paid by L. R. Myers of Pine Bluff, Arkansas, receipt 
of which is hereby acknowledged, I do hereby agree to sell, 
convey and deliver, free of all indebtedness, claims, liens 
and incumbrances of every kind and nature, and hereby 
bind myself, heirs and assigns to pass and give good, 
merchantible and legal title to the said L. R. Myers on or 
before the 1st day of October, 1925, for the sum and price 
of Twelve Thousand Two Hundred Twenty Five Dollars 
($12,225) the following property, to-wit: 

All real property, equipment, franchises, contracts, wires, 
poles, transformers, and all other property and appurte¬ 
nances belonging to the light plant and distibution system 
owned and operated by the said A. T. Ward under the trade 
name of Lewisville Light and Water Company in the Town 
of Lewisville, LaFayette County, Arkansas, the said real 
estate being described, as follows, to wit: Lots Nos. 37 and 
38 in Moore’s Addition to the Town of Lewisville, Arkan¬ 
sas, as the same appears on the plat of said Addition to 
said Town, filed in the Recorder’s office of said LaFayette 
County, Arkansas, said Lots being 153' by lOCK. 

The above option or right is given provided the said 
A. T. Ward’s wife, Mrs. Molly Ward, signs and executes 
the necessary deeds of conveyance to make, convey and 
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transfer and deliver, the real estate, power house building, 
and machinery therein, as above described, which she now 
declines to do, upon the said L. R. Myers exercising the 
right granted to him as above mentioned and recited. 

It is hereby agreed and understood that in the event of 
the said A. T. Ward’s wife, Mrs. Molly Ward, signing and 
executing said papers, I further agree to furnish abstracts 
of title showing good and merchantible title to said above 
described real estate, brought down to date upon the re¬ 
quest of said L. R. Myers before the payment of the above 
mentioned consideration. 

In the event of the failure of the said A. T. Ward to ob¬ 
tain the signature and execution of his said wife to the 
necessary papers to convey said real estate, power house 
building and machinery therein, I agree to sell and deliver 
unto the said L. R. Myers for the sum of Nine Thousand 
Dollars ($9,000), all franchises, contracts, the distribution 
system consisting of all wires and poles, transformers, 
and all other property used in the operation of said light 
plant owned and operated by me under the trade name of 
the Lewisville Light and Water Company in the Town of 
Lewisville, Arkansas, located outside and off of the Power 
house Building and land described above, and if the right 
or option is exercised by the said L. R. Myers, it is under¬ 
stood and agreed that the said A. T. Ward is to have six 
months from and after this date to make, execute and 
deliver a good and legal deed and title to the said real estate, 
power house building, and machinery therein, the said 
deed of conveyance to be signed and executed by myself 
and wife, the said Mrs. Molly Ward, and thereupon receive 
the difference between $9,000.00 and $12,225.00, amounting 
to Three Thousand Two Hundred Twentv Five Dollars 
($3,225.00). 

I hereby certify that the gross revenue from the opera¬ 
tion of the above property for the seven months ending 
July 31st, 1925, was as follows: 


J anuary 

$587.25 

April 

$382.90 

February 

451.45 

May 

377.20 

March 

501.70 

June 

332.75 



July 

354.80 
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that the gross revenue for the year ending Dec. 31, 1924, 
was $5,656.45. 

I further agree to operate the plant during the six month 
period referred to above unless I am able to make good and 
legal title and deliver said property prior to that time, for 
one-half of the net profits derived from the operation of 
the said plant. (Tr. V. 16, p. 5895.) 

• •••••• 


Exhibit 124. Report ox Electric Property, Lewisville, 
Arkansas, Dated September 12, 1925 

5898 Summary Valuation Electric Property 

Lewisville, Arkansas 


1. Land $1,000.00 

2. Building 1,000.00 

3. Generating Equipment 1,052.50 

4. Switching Equipment 75.00 

5. Electric Distribution 2,860.00 

6. Well and Tank 600.00 

7. Boiler Room Equipment 1,117.50 

8. Miscellaneous 300.00 


$7,431.00 

The remainder of this exhibit consists of a detailed 
itemized inventory and unit priced appraisal such as is 
shown on pages numbered 3 through 5 of Exhibit 129 (Tr. 
V. 16, p. 5897). 


Exhibit 125. Bill of Sale Dated September 21, 1925; 
by A. T. Ward, Seller, Owner of Lewisville Light & 
Water Company, to Frank A. Reid, Buyer 

5901 Know All Men by These Presents : 

That I, A. T. Ward, the owner and operator of a plant 
and distribution system in the town of Lewisville, Arkansas, 
known as the Lewisville Light & Water Company, furnish- 
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ing light and power in said town, for and in consideration 
of the sum of Nine Thousand Dollars ($9000.00) to me 
cash in hand paid by Frank A. Reid, receipt of which is 
hereby acknowledged, do hereby grant, bargain, sell, trans¬ 
fer and deliver unto the said Frank A. Reid, and unto his 
heirs and assigns forever the following described personal 
property to wit: 

All franchises, contracts, the distribution system con¬ 
sisting of all wires, poles, transformers, meters owned by 
me (those owned by individual customers being excluded) 
and all other property and equipment used in operating 
said light plant and in distributing the power therefrom, 
located outside of and off of the power house building and 
the land upon which said building is situated, being lots 
Nos. 37 and 38 in Henry Moore’s Addition to the town of 
Lewisville, Arkansas. (Tr. V. 16, p. 5901.) 

• •••••• 


Exhibit 126. Letter Dated September 22, 1925 from L. R. 
Myers to Messrs. Longino, Wilkes, Baker, Garrett and 
Couch Re: Lewisville— 

5903 I visited Lewisville last night. Mr. Searcy, our 
Attorney had arranged a meeting of the council and 
they were all present with the exception of the recorder, 
whom it seems forgot about the meeting. About 10:30 
they were able to get him out of bed and all members of the 
council were present and granted our regular Standard 
Franchise without any changes, although considerable ob¬ 
jection was met with regarding the fact that there is no 
clause calling for continuous or 24 hour service; this was 
the “bone of contention” because Lewisville for a great 
many years has had only six hours service. 

We received bill of sale which Mr. Searcy retained in 
order that it might be filed of record today. He is also com¬ 
pleting necessary preparation of Franchise and will for¬ 
ward same together with the bill of sale within the next few 
days. 

I have today handed to Mr. Longino, operating agree¬ 
ment with A. T. Ward from whom we purchased the distri¬ 
bution system, covering arrangement by which he is to 
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operate the plant as heretofore until such time as he is able 
to make legal delivery of the Plant Proper and Real Estate 
for of the net profits; that is, he is to receive no com¬ 
pensation for his personal services except the % of the 
net profits. His monthly expenses run about like this : 


Wood . $125.00 

Labor . 75.00 

Miscellaneous, Taxes, etc. 75.00 

Total . $275.00 

Approximately 140 customers are metered, all meters 
being owned by the customers. 

• •••••• 


Mr. Allen H. Hamiter, a Lawyer, is the Mayor and repre¬ 
sents Mr. Ward’s wife in a divorce case. This made the 
handling of the matter of purchase a little incon- 
5904 venient and to date we have only purchased the 
distribution system, but under our agreement we 
will have to accept and pay for the plant and land on which 
it is located, provided legal delivery can be made on or 
before February 13, 1926. The additional price we would 
have to pay in this event is $3,225.00 and it will prove to our 
advantage if it turns out that Ward is unable to make 
delivery. 


I think I can conservatively say that % of the town is now 
receiving its electric service from Delco plants and that 
our gross, as soon as we put 24 hour service in will be not 
less than $10,000 a year. (Tr. V. 16, p. 5903.) 

Exhibit 127. Letteb Dated January 21, 1926 from L. R. 
Myers to Messrs. Garrett, Longino and Wilkes 

5905 I went to Lewisville yesterday and closed the pur¬ 
chase of the Real Estate, Power Plant and Equip¬ 
ment under our option of August 13,1925, as you will recall 
this was not to be closed up when we bought the distribu¬ 
tion and franchise, because of some domestic trouble Mr. 






1935 


Ward was having. Since that time all of this has been set¬ 
tled, an absolute divorce decree having been granted in the 
case. For this reason, Mr. Ward’s deed to us is now good 
and was accepted by me. (Tr. V. 16, p. 5905.) 

• •••••• 


Exhibit 128. Letter Dated September 23,1925 from Frank 

M. Wilkes to H. C. Couch 

5906 Last week while in Holly Grove I drove over to 
Marvell. I believe that we should consider the 
purchase of the Marvell Electric and Ice Plant They 
have a 15 ton ice plant which is electrically driven with a 
900 ton storage vault, all in excellent shape put up about 
three years ago. Their ice revenue this year will be ap¬ 
proximately $11,000.00 and electric revenue is $12,000.00 
per annum. The population of the Town is 1500, there are 
three large gins at Marvell, one of which is partially electri¬ 
fied the other using steam. Morgan offered $70,000.00 for 
this plant recently and owner, Mr. Newman, wants 
$80,000.00. Believe the plant could be purchased for 
$72,000.00 cash. 

Please advise. (Tr. V. 16, p. 5906.) 

Exhibit 129. Inventory and Valuation Dated September 
26, 1925 of Electric and Ice Properties of Marvell 
Light & Ice Company, Marvell, Arkansas 

• •••••• 

5908 V. F. Newman, President. 

L. I. Freeman, Superintendent Plant. 

Personnel of City: 

J. M. Farrar, Mayor, Cotton Buyer. 

Guy Robinson, Alderman, Wholesale Grocer. 

Sam Weisbeiger, Alderman, Merchant. 

Will Porter, Alderman, With Mercantile Firm. 

C. F. Thompson, Alderman, Planter. 

W. H. Hay, Alderman, Asst. Cashier at Bank. 

A. W. Willis, Clerk, Insurance. 
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5909 

Summary 


1 . 

Land 

$623.31 

2. 

Building 

20,000.00 

3. 

Ice Making Equipment 

8,207.50 

4. 

Generating Equipment 

12,825.00 

5. 

Switchboard 

708.75 

6. 

Electric Distribution 

4,247.00 

7. 

Office Fixtures 

350.00 



$46,961.56 

5910 

Land 



A plot of ground north of Mo. Pacific R. R. siding being a portion 
of lot 30 in the Carruth Addition to Marvell— 

Valued at. 


Building 

See attached sketch. 

Brick building, one story with exception of storage tank which 
is two stories. Has composition roofing applied over wood roof 
structure. Has concrete floors. 

Valued at. 


Ice Machinery, Etc. 


2—York Ice Machines 10 ton vertical com¬ 
pressors belted to. 

2—G. E. 2200 V, 30 H. P. motors 200 rpm— 
wound rotor with type FK 20—60 amp. 

O. C. B. A G. E. drum type controller- 

2—Ingersoll Rand Air Compressors single 
Cylinder 10 x 5 belted to G. E. Motor type 
KT 7Yl H. P. 1150 rpm—220 VOLT— 
3 phase, 60 cycle—witn G. E. starter A 
type OA polyphase meter 25 amp—220V.. 

1—15 ton tank 140 cans. 

1—International filter and water treating 


1—Hand operated crane 


2,000.00 

700.00 


650.00 

4,800.00 

300.00 

300.00 
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75 

75 


75 

75 

75 


1—6" well 95' deep has 20' of cook strainer. 
Equipped with A. D. Cook 1-L double 
acting deep well pump geared to 7J4 H. P. 

—220 V. G. E. Motor. 

1—Spray pond 30' x 30 7 —2' deep with 4 noz¬ 
zles, all piping 2" galv. iron. 

1—mule ana wagon. 

Tools. 

1—1300 gallon corrugated iron tank mounted 
on 20 r wood support. 


1,000.00 75 

350.00 75 
200.00 75 
400.00 75 

3150.00 75 


$623.31 


$15,000.00 

1,500.00 

525.00 

557.50 

3,600.00 

225.00 

225.00 


750.00 

262.50 
150.00 
300.00 

112.50 
$8,207.50 
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Generating Equipment 


1—Chicago Pneumatic Tool Co’s, single 
cylinder 80 H. P. AO oil engine No. 
11073. Belted with 2 ply 12' y leather 

belt. 

1—G. E. type ATB 60 Kw. Alternator 1200 
rpm, 2300 Volts, 3 phase, 60 cycle with 

2 Kw. belted exciter. 

1—Chicago Pneumatic Tool Co’s, two cylinder 

horizontal Oil engine 120 H. P. A-DO 
08664—Belted with 12" 2 ply leather 

belt to. 

1—G. E. type A. T. B. alternator 90 Kw. 
900 pm, 2300 volt, 3 phase, 60 cycle with 

3 Kw. belted exciter. 

1—Auxiliary equipment for above 4 air bottles 

and small belted air compressor. 

1—G. E. Street lighting transformer 10 Kw. 
type A. S. C. T. Single circuit, 6.6 amp... 

Electric plant tools. 

1—24,000 gallon fuel oil storage tank 14' x 20' 
x 10' concrete with concrete roof. 


5912 


Switchboard 


1—Panel 20" x 48" x 1 W slate: 

1—Ammeter 0-40 amp. 

1—voltage receptacle 
1—synchronizing receptacle 
1—single pole field switch 
1—0. C. B. Manual 3 P. S. T. 

1—Double rheostat with wheel control_ 

1—Panel 20" x 48" x 1H" slate: 

1—Ammeter 0-25 A 


1—single pole field switch 
1—ammeter receptacle 
1—synchronizing receptacle 
1—voltmeter switch 
1—double rheostat with wheel control 
1—O. C. B. Manual 3 P. S. T. 


24 x 48" x 1H slate panel 2—O. C. B. 

Manual 3 P. S. T. 

Switchboard is pipe mounted, wiring in 
conduit. 


1—Street lighting panel 24" x 16" marble- 
pipe mounted: 

1—0-10 ammeter 


4—plugs. 

1—General Electric synchroscope on bracket.. 

1—G. E. voltmeter 0-3500 V on bracket. 

1—Voltage regulator single contact G. E. type 
TA 125. 


4,000.00 

50 

2,000.00 

3,000.00 

75 

2,250.00 

8,000.00 

50 

4,000.00 

4,500.00 

75 

3,375.00 

350.00 

75 


500.00 

80 

400.00 

1,000.00 

80 

800.00 


$12,825.00 


200.00 75 150.00 


200.00 75 150.00 

200.00 75 150.00 


50.00 75 37.50 
90.00 75 67.50 
30.00 75 22.50 

175.00 75 131.25 


$708.75 
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Electric Distribution 


60—25' white cedar, chestnut & cypress- 

100—30' white cedar, chestnut & cypress- 

6—35' white cedar, chestnut & cypress_ 

150—4 pin fir arms. 

40—2 pin fir arms. 

18—Lightning Arresters. 

28—Plug Cutouts. 

600—Glass Insulators. 

3620 # 8<fc # 10 wire. 

8—guys... 

84—metered services G- E. & Westmghouse 
meters. 
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50—Electric Services customers own meters. 

.16—Flat Rate Services. 

30—Street Lights gooseneck & hood 60 watt. 
9—white way posts—3 lamps. 

4— 10 KVA Transformers. 

3— 7'A KVA Transformers. 

5— 5 KVA Transformers. 

2—3 KVA Transformers. 

Labor Replacement. 


Rates 

Resident Lighting 

Minimum bill $2.00—30i meter rent 
First 100 Kw-hr. at 18.75^ per KW H 
Next 100 Kw-hr. at 15.e per KWH 
all over 200 Kw-hr. at 12.5^ per KWH 

Power Rate 

First 100 Kw-hr at 15f per K WH 
Next 100 Kw-hr at 1 2.51 per KWH 
All over at 10^ per KWH ___ 

City pumping station Si per KWH 
Contract with gin at 75i per bale ginned. 
Flat rate on white way and street series 
circuits $50.00 per month. These are 
on from dark until midnight. 

Ice Rate 

Platform retail @ 60 f per 100# 

Delivered retail @ 70i per 100# 

In ton lots @ $8.00 per ton 
Car lots @ 6.00 per ton 


4.00 

65 

156.00 

8.40 

65 

546.00 

10.50 

65 

40.95 

1.22 

65 

112.45 

.90 

65 

23.40 

5.00 

65 

58.50 

.75 

65 

13.65 

.07 

85 

35.65 

724.00 

85 

615.40 

4.00 

65 

20.80 

10.00 

65 

546.00 


3.00 

65 

97.50 

3.00 

65 

$31.20 

6.00 

65 

117.05 

40.00 

65 

332.00 

98.00 

80 

235.20 

80.00 

80 

192.00 

62.00 

80 

248.00 

47.00 

80 

75.20 

00.00 

75 

750.00 


$4,247.00 
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Trial Balance—September 1, 1925 


Bank of Marvell. 65.24 

Cashier Account. 223.45 

Discount & Interest. 2,160.78 

Electric Operating Account. 921.37 

Electric plant Account. 21,614.33 
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Electric Building Account... 

Expense Account. 

Feed Account. 

Fuel Account. 

Furniture A Fixture Account 
Holley Grove Ice House.... 
Ice Plant Building Account.. 

Ice Plant Account. 

Ice Plant Operating Account 

Insurance Account. 

Lines, Meters, Etc. 

Real Estate. 


Sala 

Tax 


■ Account 
ccount.. 


Bills Payable_ 

Capital Stock_ 

Electric Current. 

Ice Receipts. 

Suspense Account 


16,206.17 

228.67 

40.70 

3.226.40 
381.48 
417.91 

15,806.06 

19,363.43 

1,135.69 

1,142.07 

4.517.40 
623.31 

4,125.00 

1,029.63 


$93,229.09 


Trial Balance September 1, 1924 


Bank of Marvell. 

Bills Payable. 

Capital Stock. 

Discount & Interest. 

Electric Current Receipts... 
Electric Operating Account.. 

Electric Plant Account. 

Electric Building Account... 

Expense Account. 

Feed Account. 

Fuel Account. 

Supt. Account. 

Furniture & Fixture Account 

Holly Grove Ice House. 

Ice Receipts. 

Ice Plant Building Account.. 

Ice Plant Account. 

Ice Plant Operating Account. 

Insurance Account. 

Lines, Meters, Etc. 

Profit A Loss. 

Real Estate. 


51.82 


2,675.92 

911.26 

22,711.03 

16,540.17 

184.98 

35.20 

2,509.76 

80.31 

397.34 

470.14 

16,140.06 

20,464.24 

766.44 

889.25 

5,082.82 

623.31 
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Salary Account. $ 4,955.00 

Suspense Account. 

Tax Account. 1,103.58 


$24,000.00 

50,000.00 

7,008.10 

12,212.09 

8.00 


$93,229.09 


31,000.00 

5,000.00 

6,865.68 


8,755.72 


232.69 


8.00 


$96,862.09 $96,862.09 
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Buildings—Marvell, Ark. 

Bank of Marvell—$60,000.00 Cash & Surplus 
1 Hardware 

5 Merchants 

6 Groceries 

1 Ford Dealer 
1 Garage 
1 Drug Store 

Load & Prospective Load 

Tate Gin Co. 3/70 Stands—Uses 60 H.P. Moto r 
1 Garage <fc Battery Station—about 500 KWH per month 
1 Drug Store—Several small motors 500 KW H per month 
1 City water pumpage 7M H.P. 1500 KWH per month 
1 Bottling Works 

McKinney Gin Co.—6/70 stands (Will connect) 

Gamer Gin Co.—6/70 stands 

Can Increase commercial lighting load. 

Operating Notes 

Peak load 35 amperes per phase. 

The two engine units cannot be synchronized. 

Ice plant uses 15 tons for ice making & 5 tons for refrigerating. 

(Tr. V. 16, p. 5907.) 

Exhibit 130. Minutes of Special Stockholders’ Meeting 
and of Board of Directors Meeting of Marvell Light & 
Ice Company, Held March 31, 1926 and Agreement of 
Said Date Executed by Stockholders of Said Company 

5916 The purpose of the meeting:, being previously well 
known, was to act upon a proposition that Frank A. 
Read purchase the business, assets and good will of the 
Company (except bills and accounts receivable and insur¬ 
ance policies) for the sum of Eighty Eight Thousand Five 
Hundred ($88,500.00) Dollars cash. After a discussion 
the following resolution was read upon request. 

Resolution 

Be it Resolved by the stockholders of the Marvell Light 

& Ice Company that the proposition of Mr. Frank A. Read 

to purchase the business of the Company including all its 

assets and good will except accounts and bills receivable 

and insurance policies, be and the same is hereby accepted, 

and the Board of Directors of the Company be and are 

herebv authorized and directed to conclude the said sale 
* 

by accepting the consideration and delivery of the proper 
muniments of title. That the adoption of said resolution 
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was moved, said motion was duly seconded, unanimously 
passed and declared adopted. 

There being no further business, the meeting was ad¬ 
journed subject to call. 

• •*•••• 

5917 Thereupon the Secretary read upon request a reso¬ 
lution adopted by the unanimous vote of the stock¬ 
holders accepting the proposition made by Frank A. Read 
to purchase the business and assets and goodwill of the 
Company and directing the Board of Directors to conclude 
the transaction. Thereupon on request the following reso¬ 
lution was read. 

Resolution 

Be it Resolved by the Board of Directors of the Marvell 
Light & Ice Company that pursuant to the wish of all of the 
stockholders, the proposition of Frank A. Read to purchase 
the business and assets and good will of this corporation, 
except bills receivable and insurance policies, be and the 
same is hereby accepted and approved. 

• •••••• 

Upon motion being made and duly seconded that the 
said resolution be adapted as read, a roll call was had result¬ 
ing in the unanimous vote of all the directors of the Com¬ 
pany in favor of said motion which was declared un¬ 
animously adopted. 

#•••••• 

5919 Agreement 

"We the undersigned being all of the stockholders in the 
Marvell Light & Ice Co., a corporation organized under the 
laws of the State of Arkansas, on consideration of the pur¬ 
chase of all the physical properties of the said company by 
Frank A. Read agree and covenant as follows: 

• •••••• 

We further covenant that the said company has an assign- 


x 
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ment of J. D. Cash to all his interests in and to the fran¬ 
chise granted to himself and the Marvell Light & Power 
Company, known as ordinance #17. 

Witness onr hands and seals this the 31st dav of March 
1926. 

Edwin Bevens. 

J. S. M. Wharton. 
Leo J. Mundt. 

E. P. Bolitor. 

H. P. Anderson. 

(Tr. V. 16, p. 5916.) 

• •••••• 

Exhibit 132. Report on Inventory and Valuation of 
Water and Electric Property, Batesville, Arkansas, 
Dated February 10,1926 

5924 Summary of Valuation 

Electric Plant & Distribution 


Electric plant and Distribution: 


Plant Building 

$6400.00 

Generating Equipment 

38770.00 

Switch Board 

2733.50 

Electric Distribution System 

28642.65 

Plant Tools 

374.50 

Truck and Distribution System Tools 

944.95 

Office Equipment 

717.80 

Total Present Value 

$78583.40 

Water Plant and Distribution: 


Water Plant Equipment and building 

$55788.07 

Land chargeable to water works 

2002.50 

Equipment in Power House 

3875.00 

Wells and well piping 

1160.00 

Water Distribution System 

74910.25 

Tools 

200.00 

Total Present Value 

$137935.82 
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“Except as to amounts, the remainer of the Exhibit is 
similar to that shown in Exhibit 12 $.” (Tr. V. 16, p 
5920.) 


*•••••• 

Exhibit 135. Bill of Sale Dated June 22, 1927 Executed 
by T. H. Whitted, Owner of Glenwood Light & Power 
Supply, Seller ; Frank A. Reid, Buyer 

5944 That I, T. H. Whitted, sole owner of Glenwood 
Light & Power Supply, and operating in said name 
in the furnishing of lights and electricity to the town of 
Glenwood, Arkansas, for and in consideration of $15,000.00, 
and other valuable consideration, paid by Frank A. Reid, 
the receipt of which is hereby acknowledged, do hereby 
assign, transfer, convey and set over and warrant to the 
said Frank A. Reid, the following described property, 
to-wit: 


All poles, wires, transformers, meters and para¬ 
phernalia of the Glenwood Light & Power Supply used 
in connection with the operation. Also all fixtures and 
supplies used and on hand. In short everything per¬ 
taining to said Light Plant in the City of Glenwood, 
Arkansas or vicinity thereof. Also all of the right, 
title and interest of the undersigned in and to an elec¬ 
tric light and power franchise granted by the City 
Council of the Town of Glenwood, Arkansas, to T. H. 
Whitted, by Ordinance No. — and dated on the 2nd 
day of October, 1922. (Tr. V. 17, p. 5944.) 

• •••••• 


Exhibit 136. Retort & Valuation of Ice and Light 
Properties of Newark Ice & Light Company, Inc., 
Newark, Arkansas, Dated February 5,1927 

5949 Summary of Valuation of Ice & Electric Properties 

of Newark, Arkansas 

Amt. 

1. Buildings 2740.00 

2. Prime movers—oil 4050.00 

3. Generating Equipment 1713.00 



1944 


4. Refrigerating Equipment 3351.00 

5. Switchboard 950.00 

6. Oil Storage 1189.00 

7. Cooling System—water 1189.00 

S. Ice Storages 1350.00 

9. Freezing Tank 1900.00 

10. Ice Plant auxiliaries 2422.50 

11. Office Equipment 187.50 

12. Delivery Equipment 275.00 

13. Electric Distribution System 5904.00 

14. Tools and Portable Equipment 250.00 

15. Electric Plant piping 300.00 

16. Ice Plant Piping 800.00 

17. Plant Wiring 700.00 

18. Water Supply 350.00 

19. Mdse. & Supplies 250.00 


Total $29771.00 


“Except as to amounts, the remainder of the Exhibit is 
similar to that shown in Exhibit 129.” (Tr. V. 17, p. 5946.) 

• •••••• 


Exhibit 137. Letter Dated July 27, 1927 from Frank M. 
Wilkes, Acting General Manager, to F. T. Rucker and 
Joe House 

5964 Would like to know if either one of you gentlemen 
can furnish us information as to the detail of the 
purchase of Newark and Bradford. The reason we are 
asking this question is that it seems we have paid quite a 
large price for two little half way towns and are also going 
to have to pay a lease for something in addition to this 
purchase. 

Attached please find copy of letter from C. M. Edwards, 
Newark, Arkansas, for $200.00 which looks like pretty 
heavy lease on a $45,000.00 plant with practically no assets. 
Please advise details. (Tr. V. 17, page 5964.) 
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Exhibit 138. Letter Dated July 29, 1927 from Robinson, 

House & Moses to Arkansas Power & Light Company 

5965 I am enclosing yon herewith a signed copy of the 
contract covering Newark , showing the purchase 
price to be $43,500.00 cash less meter deposits, pins stock 
on hand. This includes the lease and franchises, the dis¬ 
tribution system, the ice plant. 

••••••• 

You will note that the lease is $200.00 per annum due 
July 1st each year. The sellers agreed to pay the first fif¬ 
teen days. The Bradford plant was purchased for the price 
of $9,000.00 less meter deposits, plus stock on hand. This 
was a purchase of physical assets that were taken in the 
name of Rucker, Trustee, and transferred to Reid and as 
soon as all the papers can be prepared the same will be 
done. 

This deal was handled by Mr. Rucker in compliance with 
directions from Mr. H. C. Couch and he can explain to you 
the whys and wherefores of the necessity of the purchase, 
as it was not handled in any manner by this office except 
tne preparation of the final draft of the papers. (Tr. V. 
17, p. 5965.) 


• •••••• 

Exhibit 139. Report on North Arkansas Power Company, 

Dated October 27, 1927 

5970 Summary of Physical Valuation, Electrical Property 


of North Arkansas Power 
Arkansas, October 27, 1927 

Company, Cotter, 

Land 

$900.00 

Buildings 

2,000.00 

Well 

175.00 

Water Pumping Equipment 

175.00 

Concrete Tank 

300.00 

Fuel Tank & Foundations 

700.00 

Plant Equipment 

17,950.00 

Distribution System 

28,450.00 


$50,650.00 
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“Except as to amounts, the remainder of the Exhibit is 
similar to that shown in Exhibit 129. ” (Tr. V. 17, p. 5966.) 

• •••••• 

Exhibit 140. Option Dated December 7, 1927 from Sydnor 
Hall and R. G. Baumann, Running to L. R. Myers 

5978 For and in consideration of One Hundred Dollars 
($100.00) cash in hand paid, receipt of which is 

hereby acknowledged, we the undersigned Sydnor Hall and 
R. C. Baumann do hereby give and grant to L. R. Myers, 
of Little Rock, Arkansas, the right to purchase on or before 
December 21, 1927, two hundred and fifty (250) shares of 
no par value common stock in the North Arkansas Power 
Company, which is fifty percent (50% ) of all the common 
stock which said Company is authorized to issue and is 
presently issued outstanding and owned by us for the sum 
of Fifty Thousand Dollars ($50,000.00), Less Vi of the out¬ 
standing indebtedness of the North Arkansas Power Com¬ 
pany at the time the purchase is made, we to guarantee that 
said indebtedness will not exceed the amount as shown by 
us at that time and less $100.00 this option money now 
being paid. 

It is understood that if you so elect we agree to sell you 
the assets of the Company and to liquidate the Charter of 
the North Arkansas Power Company subject to an agree¬ 
ment to this effect now being reached with Mr. W. H. Wolf, 
owner of the other common stock of the Company. 

The North Arkansas Power Company has good market¬ 
able title to all of its Real Estate, Plant, Equipment, Dis¬ 
tribution System and the purchase of all the stock will carry 
with properly assigned franchises of the Towns of Cotter, 
Gassville, Mt. Home and Flippin, Arkansas. (Tr. V. 17, 
p. 5978.) 

Exhibit 141. Letter Dated July 26,1928 from L. R. Myers 
to W. E. Baker, Arkansas Power & Light Company 

5979 As you doubtless know, we have taken over for you 
the North Arkansas Power Company, serving Cot¬ 
ter, Mountain Home, Flippin and Gassville, Arkansas, 
through a transmission system, the power being generated 
at Cotter. 
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Mr. Ritchie told me several days ago that this property 
would not be taken into the Arkansas Power & Light Com¬ 
pany any time soon, but rather that the North Arkansas 
Power Company would take over Yellville and possibly 
some other properties. 

It looks like, therefore, we may be responsible for the 
Company’s operation for a short time at any rate, and I am 
anxious to have some accounting system installed im¬ 
mediately so that we can follow the revenues and expendi¬ 
tures, as well as to check the operations, which we are doing 
by advising with Mr. Ritchie or Mr. Wilkes from time to 
time when matters of this kind come up. (Tr. V. 17, p. 
5979.) 


• •••••• 

Exhibit 145. Contract of Sale Dated February 2, 1928 
Between H. B. Numer, Seller, and Arkansas Power & 
Light Company, Buyer 

5981 The undersigned H. B. Numer agrees and cove¬ 
nants to sell, devise and transfer to the undersigned 
Arkansas Power & Light Company its successors and as¬ 
signs the electric lighting and powder generation and dis¬ 
tribution systems in the towns of Yellville and Summit, 
Arkansas, together with the franchises and privileges and 
rights to do business in said towns said physical property 
to consist of approximately seven eighths acres of land; 

1—3 story frame bldg., and rock basement 32 x 40 
with 

1—1 story rock bldg., 32 x 25 attached 
1—37% HP type Y Fairbanks-Morse eng. with a 40 
kva, 2300 volt generator, 3 kw exciter and switchboard 

1—40 HP De La Vergne semi-diesel eng. with a 
50 KW 2300 volt generator, 5 kw exciter and switch¬ 
board 

5% miles of two wire lines, mostly all new wire 
6 transformers 

Air pump, water pump, water tank, pipe and fittings, 
tools and accessories and 75 extra 5 in. 25 ft. poles 
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99 year franchise on Yellville, 11 years expired 

50 year franchise on Summit, 1 year expired. 

• •••••• 

The Arkansas Power & Light Company agrees and cove¬ 
nants to pay to the said H. B. Numer for the afore set forth 
property upon the delivery to said Arkansas Power & Light 
Company of full and complete title to said property the 
sum of Twelve Thousand ($12,000.00) Dollars cash. 

The Arkansas Power & Light Company further agrees 
and covenants that it will lease to the said H. B. Numer the 
property hereinbefore set forth for a period of three years 
from February 1st, 1928, (Tr. V. 17, p. 5981.) 

• •••••• 


Exhibit 146. Letter Dated February 16, 1928 from O. H. 

Simonds of Electric Bond and Share Company, to H. C. 

Couch, Arkansas Power & Light Company 

i 

In re: Southern Edison Company 

5983 I hand you herewith preliminary information re¬ 
ceived from Peoples Light & Power Corporation con¬ 
cerning the properties of the above company which has 
recently been acquired from Condon of Chicago by the 
Peoples Light & Power Company. 

By the end of the week I expect to have copies of various 
rate schedules that are in effect and perhaps a copy of Day 
& Zimmerman’s detailed report. The Day & Zimmerman 
valuation as of October 1, 1927 on the basis of production 
cost new less depreciation is $691,928 or nearly seven times 
the gross of $102,214 for the year ended November 30,1927. 

The net revenue before depreciation as per books for the 
year ended November 30, 1927 was $31,412 and Day & 
Zimmerman estimate that for the year 1928 it will be 
$44,200. 

I have had no discussion as to price although I was given 
a piece of paper with the above information on it which 
indicated that the price at which these properties were held, 
“free and clear” was $700,000, or nearly seven times 


1949 


gross; 4%% on net for year ended November 30,1927; and 
a little over 6% on projected net for 1928. 

The price is of course awfully high and at this writing 
I can not state what leeway if any there is in it but that 
will develop in subsequent conversations if you desire that 
I follow the matter further. 

Any purchase w r ould of course be accompanied by the 
understanding that Batesville, Arkansas litigation would 
• be dropped as well as any activity on the part of 

5984 Governor Brewer of Clarksdale in behalf of Gen¬ 
eral Power & Light Company. 

• ••*••• 

The properties if attractive at all are only attractive 
because of their location with respect to the properties of 
Arkansas Power & Light Company and Mississippi Power 
& Light Company. The only possible sunshine that I can 
see in the situation is that these properties have never had 
any adequate power supply and therefore the business has 
probably not been developed. 

If an inspection of the properties would indicate that 
the gross could be brought up to say $130,000 in 1928 and 
without any particular expenditure on your part you could 
tie these properties into your respective systems I would 
assume they could be operated on a 50% basis leaving for 
net $65,000 or nearly 9% for R. & R. and Return which is 
none too much but perhaps not out of line with the present 
market. (Tr. V. 17, p. 5983.) 

Exhibit 147. Letter Dated at Pine Bluff, Arkansas, 
March 1 , 1928 from Frank M. Wilkes to H. C. Couch, 
“Building” 

Subject: Southern Edison Company 

5985 The Southern Edison Company properties in Ar¬ 
kansas consist of Leslie, which is an isolated plant 

something like 40 to 50 miles from our nearest high line, 
Pangburn which has our 13,000 volt line through the Town. 
The Beebe-McRae-Higginson-Des Arc group, which towns 
are connected by transmission lines which passes within 
three miles of our Whiteco substation and Stamps which 
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is within one-half mile of our 13,000 volt lines. They also 
own the Town of Sparkman which is about 20 miles from 
our nearest line. 

Their Mississippi properties consist of Senatobia, Cold 
Water, Como, Batesville, Portland, Polk and Ennid, all 
of which are connected by a transmission line and are at a 
distance of about 18 miles from our transmission line at 
Marks or Crenshaw. 

I am attaching hereto some figures which I have taken 
partly from Day & Zimmerman report and partly from 
figures I have myself worked up regarding their plants. 

According to their own figures the actual plant valuation 
of the Towns in Arkansas and in Mississippi is $560,695.00. 
This figure seems to me to be as much as the property is 
worth for the reason that it is widely scattered and no 
matter what arrangements are made for generating plants 
the property can never be operated profitably as an isolated 
group. Leslie and Sparkman are both liabilities and as far 
as we can see would have no future under any conditions 
save the discovery of a large oil field in that vicinity which 
is practically impossible. 

These properties are, of course, worth more to us than 
they are to anyone else and I feel that we should pay up 
to $600,000.00 for these property free of all liabilities. On 
this basis you will see from the attached set-up under con¬ 
dition “B” where we would pay $600,000.00 for the prop¬ 
erty and spent $110,000.00 in connecting the property into 
our system and developing the business such as gins and 
present nonusers and figuring $220,000.00 as the proper 
proportionate expenditure allotable to these properties 
would give us a total investment of $930,000.00 in 1929 with 
an estimate gross of $140,000.00, with a net from operating 
on 60% operating basis of $56,000.00 or 6.02% on the total 
investment before allowing for depreciations. This you can 
see is extremely slim as we would not be earning anything 
like fixed charges on the property. 

5986 In spite of this condition, however, I would recom¬ 
mend strongly that we pay up to $600,000.00 for this 
situation, so as to eliminate future competition from this 
source in the purchase of such properties as Charleston, 
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Mississippi, Forrest City, Arkansas, or the other municipal 
plants still unpurchased in Arkansas. 


• • 

5987 

• • • 

Southern Edison company 

Arkansas 

• • 

Mississippi 


1927 

1929 

1927 1929 

Customers Oct. 1st 

1044 


1079 

Gross Earning July 31-27 

50,486.06 


47,210.63 

Net Earnings 

Gross Earning 1928 

10,809.25 

Total 

30,899.14 

20,089.89 

As Estimated by D & Z 
Net Earning 1929 

69,600.00 


69,600.00 

As Estimated D <fc Z 

Valuation as of 

Sept. 1st, 1927 

Stamps Div. 

Des Arc 

16,000.00 

41,400.00 

25,400.00 

47,640 

387,001 

Sardis 360,337 


Less Depreciation 
Accrual 
Present Value 
Working Capital 


Total Reproduction 
Less Accrued Depreciation 


Plant Valuation 
Without Overheads 

Total 


434,641 




59,659 

374,982 

15,213 

390,195 


43,391 

316,946 

6,513 

323,459 


$713,654.00 



New 

Dep. 

New 

Dep. 

350,355 

305,212 

New 

640,814 

Dep. 

560,695 

290,459 

255,483 


Suggest we pay them actual valuation of 560,695.00 plus 39,305.00 for going 
value making $600,000.00 for these properties. 


We will have to spend in Arkansas 50,000.00 to hook up Pangbum, Stamps and 
Beebe with our system and $70,000.00 more to hook up Sparkman and Leslie 
which seems excessive for the last two properties. 

In Mississippi we would have to spend $60,000.00 to tie into system. 


This would connect all properties into our system for $180,000.00 or leaving Leslie 
and Sparkman out for $110,000.00. 

Total investment if purchased on basis of $600,000.00 equally divided between 
two States and interconnected into system would be $710,000.00 or if $700,- 
000.00 paid for properties $810,000.00. 
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Gross revenues would be for year 1929 
Arkansas 75,000.00 

Mississippi 65,000.00 

Total 140,000.00 

Operating expenses 84,000.00 

Net from operation 56,000.00 




“C’ 


If we purchase at 
Spend for development 
and connection to system 

Provide generating capacity for 
1,000 KW at $120.00 per KW and 
line capacity at 100.00 per KW 
delivered 

Total cost 1929 to us 

We will in 1929 earn on total invest¬ 
ment before depreciation 

While this is slim even at best I think we should buy if we can get these properties 
at $600,000.00 clear but do not feel we should pay more. 

likes. 


500,000.00 

600,000.00 

700,000.00 

110.000.00 

110.000.00 

110,000.00 

220,000.00 

220,000.00 

220,000.00 

830,000.00 

930,000.00 

1,030,000.00 

6.85% 

6.02% 

5.4% 


(Tr. V. 17, p. 5985.) 


Exhibit 148. Letter Dated at Pine Bluff, Arkansas, 
March 6, 1928 from Frank M. Wilkes to H. C. Couch, 
“Building” 

5988 Replying to letter of March 3rd in regard to value 
of the Arkansas Utilities Company plants in Arkan¬ 
sas and which consist of electric properties at Warren, 
Hermitage and Wilmar and ice property at El Dorado, 
it is my opinion that the electric properties at Warren 
should be worth to us up to seven times the gross revenue 
while the ice properties at Warren and El Dorado should 
be worth twice the gross. 

• •••••• 

I feel from the tone of their letter that now is the time 
for us to purchase these properties from them. The pur¬ 
chase of the Condon properties and the Gannett, Seelye & 
Fleming property would clear our territory up in good 
shape with the exception of Arcadia and Harrisburg and 
with the Harrisburg situation controlled by sale of current 
to them. (Tr. V. 17, p. 5988.) 
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Exhibit 149. Agreement Dated March 26, 1928 Between 
General Power and Light Company, Seller, and W. W. 
Staplin, Buyer 

5989 For and in consideration of the terms and condi¬ 
tions hereinafter expressed, it is agreed between the 

parties hereto as follows: 

First: The Seller represents that it owns all of the out¬ 
standing shares of Southern Edison Company, consist¬ 
ing of ten thousand (10,000) shares of common stock, with¬ 
out nominal or part value, and of Mississippi Public Utility 
Company, consisting of Five thousand (5,000) shares of 
common stock, without nominal or par value (Said South¬ 
ern Edison Company and said Mississippi Public Utility 
Company being hereinafter sometimes collectively called 
the “Companies’’); • * • that the Companies own 

5990 good and valid assignable franchises and other rights 
covering all of their operations, as set forth on 

Exhibit D attached hereto and made a part hereof, and that 
said franchises have no burdensome conditions except as 
in Section 5 hereof provided. 

• •••••• 


5991 Second: Subject to representations hereinbefore 
in Section First hereof the Seller hereby sells and 
the Buyer hereby purchases, at the option of the Buyer, 
either all of the common capital stock of the Companies, con¬ 
sisting of ten thousand (10,000) shares of common stock, 
without nominal or par value, of Southern Edison Com¬ 
pany, and five thousand (5,000) shares of common stock, 
without nominal or par value, of Mississippi Public Utility 
Company, or all of the properties and assets of the Com¬ 
panies, respectively, in either case subject to such portion 
of the funded debt of the Companies set forth on Exhibit 
“B” attached hereto as shall be outstanding at the date 
of closing hereunder, for the total sum of Nine Hundred 
Thousand ($900,000.00) Dollars, less an amount equal to the 
principal amount of such portion of the funded debt of the 
Companies set forth on Exhibit “B” attached hereto, as 
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shall be outstanding at the date of closing hereunder, with 
such further adjustments, as are hereinafter set forth. 

• •••••• 

6003 Exhibit D 

That said Companies own good and valid assignable fran¬ 
chises or other rights covering all of their operations, said 
franchises having no burdensome conditions except as in 
Section Fifth hereof provided and are as follows: 


Southern Edison Company 
City or Town 

Electric: 

Beebe, Arkansas 
Des Arc, Arkansas 
Griffithsville, Arkansas 
Higginson, Arkansas 
Leslie, Arkansas 
McRae, Arkansas 
Pangburn, Arkansas 
Stamps, Arkansas 
Batesville, Miss. 
Sparkman, Arkansas 
Coldwater, Miss. 

Como, Miss. 
Courtlandt, Miss. 

Enid, Miss. 

Oakland, Miss. 

Pope, Miss. 

Sardis, Miss. 
Senatobia, Miss. 

Water: 


Date of Expiration 


March 26, 1956 
February 24th, 1970 
August 9th, 1977 
April 14th, 1976 
June 24th, 1970 
May 11th, 1976 
March 28th, 1939 
December 12th, 1949 
July 7th, 1945 
June 11th, 1976 
July 8th, 1969 
April 30th, 1946 
May 3rd, 1952 
May 6th, 1952 
June 1st, 1951 
June 2nd, 1951 
August 3rd, 1940 
January 1st, 1952 

January 1st, 1952 


Senatobia, Miss. 
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6004 

Mississippi Public Utility Co. 

City or Town Date of Expiration 


Electric: 

Bay Springs, Miss. 
Decatur, Miss. 
Hickory, Miss. 
Louin, Miss. 

Purvis, Miss. 

Port Gibson, Miss. 

Water: 

Purvis, Miss. 

Port Gibson, Miss. 

(Tr. V. 17, p. 5989.) 


February 2nd, 1951 
July 6th, 1951 
June 21st, 1951 
June 1st, 1951 
February 1st, 1957 
October 17th, 1952 


February 1st, 1952 
October 17th, 1952 


Exhibit 150. Telegram Dated April 3, 1928 from 0. H. 

Simonds to H. C. Couch, Pine Bluff, Arkansas 

6009 Referring Wilkes telegram relative Pangburn * # * 
You will be interested to know Stanfield has tele¬ 
graphed seller that he has heard of pending negotiation 
which he claims is contrary to contract covering sale Big 
Creek Power Company to Condon Engineering Company 
as such provided that property was not to be resold to Couch 
interests and he threatens injunction to prevent sale stop 
Condon denies any such stipulation or understanding stop 
Lawyers checking up situation although I am not particu¬ 
larly disturbed stop In meantime Stanfields telegram will 
not be answeerd for at least a week if then stop Attorney 
Miller has advised seller that he thinks decision Batesville 
case can be held up without formal withdrawal of submis¬ 
sion and presume he has been in communication with Moses. 
(Tr. V. 17, p. 6009.) 
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Exhibit 151. Telegram Dated at New York City, December 
5, 1928 from 0. H. Simonds to H. C. Couch, Arkansas 
Power & Light Company 

6010 Referring to Arkansas Public Service negotiations 
would it be feasible have someone in Wilkes depart¬ 
ment make survey of available power business not now con¬ 
nected to lines. (Tr. V. 17, p. 6010.) 


Exhibit 152. Letter Dated at New York City, December 
21,1928 from O. H. Simonds of Electric Bond and Share 
Company to H. C. Couch, President, Arkansas Power & 
Light Company 

In re: Arkansas Public Service Company 

6011 I band you herewith a breakdown of 12 months 
operating revenue of the above company for period 
ended June 30, 1928, as between the various groups of the 
property. 

We have offered $650,000. for this property, and the 
owners are asking $700,000. In addition there will be a 3% 
broker’s commission. 

I have hopes of having to pay a maximum of $700,000. 
including broker’s commission, and, of course, am trying 
to get it for less if possible. 

Will you please wire me on Monday if it has been possible 
for anyone to make a survey of prospective business that 
could be taken on and which might make the picture look a 
little better. (Tr. V. 17, p. 6011.) 
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6012 Arkansas Public Service Company 

Statement of Revenues—Detailed 
For 12 Months Ended—June 30, 1928 

Balance 

Berry- Green of 

Ola ville Forest Group Total 

Revenue: 

Electric Operating Revenue: 


Lighting. 54,098.19 9,010.88 3,749.10 11,808.88 28,667.05 

Power. 698.43 2,287.37 817.56 2,047.56 5,850.92 

Cooking and Heating. 447.02 331.30 219.34 419.44 1,417.10 

Municipal Street Lighting.. 720.00 955.46 768.65 2,648.25 5,092.36 

Municipal Pumping. 942.69 942.69 

Wholesale 

Total Electric Operating 

Revenue. 5,963.64 13,527.70 5,554.65 16,924.13 41,970.12 

Ice Revenue: 

Ice Sales. 3,632.57 2,859.72 4,276.78 10,769.07 

Ice Coupon Sales. 594.64 2,585.12 3,179.76 

Cold Storage Revenue: 

Cold Storage Revenue. 880.41 880.41 

Gin Revenue: 

Gin Sales. 3,366.05 3,366.05 

Seed Sales (Net). 1,084.54 1,084.54 

Total Operating Revenue. 14,641.44 19,852.95 5,554.65 21,200.91 61,249.95 

Non-Operating Revenue: 

Merchandise (Net). 122.58 260.56 267.27 1,075.50 1,725.91 

Miscellaneous. 78.59 79.85 296.93 455.37 

Total Revenue.. 14,842.61 20,193.36 5,821.92 22,573.34 63,431.23 


















1958 


6013 Arkansas Public Service Company 

Statement of Revenues—Detailed 


For 12 Months Ended—June 30, 1928 


Revenue: 

Electric Operating Revenues: 

Harrisburg 

Cherry 

Valley 

Lepanto 

Total 

Lighting. 

Power. 

Cooking & Heating. 

Municipal Street Lighting 

Municipal Pumping. 

Wholesale. 

.. $10,562.62 
1,984.42 
671.59 
504.00 
116.80 
80.87 

2,143.66 

3,171.88 

8,379.80 

2,060.45 

477.24 

634.50 

375.50 

21,086.08 

7,216.75 

1,148.83 

1,138.50 

492.30 

80.87 

Total. 

.. 13,920.30 

5,315.54 

11,927.49 

31,163.33 

Water Operating Revenues: 





Commercial and Residential.. 

4,482.78 



4,482.78 

Ice Revenues: 





Ice Sales. 

Ice Coupon Sales. 

5,134.86 

3,971.10 

2,048.76 

3,652.74 

3,102.99 

10,836.36 

7,074.09 

Total Operating Revenues. 

Non Operating Revenues: 

27,509.04 

7,364.30 

18,683.22 

53,556.56 

Merchandise (Net). 

Miscellaneous. 

773.65 

453.61 

165.22 

7.15 

719.18 

673.89 

1,658.05 

1,134.65 

Total Revenues. 

.. 28,736.30 

7,536.67 

20,076.29 

56,349.26 




Exhibit 153. Telegram Dated at Pine Bluff, Arkansas 
January 2,1929 from Frank M. Wilkes to 0. H. Simonds, 
Electric Bond & Share Co., New York City 

6014 After full discussion Mr. Couch relative Public 
Service we feel that price six hundred fifty thousand 
is maximum we can afford to go stop We already serve Har¬ 
risburg wholesale obtaining revenue fifteen thousand stop 
We do not see how these properties can be operated this 
territory without financial loss every year operation stop 
On basis six hundred fifty plus one half brokerage this pro¬ 
posal would show less than seven percent return which we 
feel sufficient penalty for benefits derived by ownership. 
(Tr. V. 17, p. 6014.)' 
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Exhibit 154. “Department Memo,” Dated January 15, 
1929, from Wilkes to Mr. Couch 


6015 Regarding properties of the Arkansas Public Serv¬ 
ice Company, then balance sheet shows a total gross 
as follows: 


Electric 
Water 
Ice Revenue 
Gin Revenue 


73133.45 

4482.78 

32739.69 

4450.59 


Total 

Mdse & Misc. 


114806.51 

4973.98 


Total $119780.49 

On basis of $700000.00 they are asking us roughly 6 times 
this gross which would be plenty if all their gross was elec¬ 
tric and all their properties were where they could be easily 
incorporated in our system. Of their entire property the 
only one that looks like we should own it is the property 
at Harrisburg and Lepanto. And at Harrisburg we are 
already receiving about $15000.00 for wholesale power. 

To connect the Ola-Danville group to Dardanelle will take 
about $35000.00. We will probably have rebuilding in all 
these towns that will amount to at least $65000.00. 

In other words before we can get these properties in shape 
to operate we would spend $100000.00 in addition to pur¬ 
chase price. 

There is approximately $35000.00 new business that can 
be added by expenditure of say 100000.00 in new lines and 
transformers. 

The total gross two years from now should show approxi¬ 
mately $160000.00 and taking more favorable view 60% 
operating rates would give us $64000.00 net operating 
against an investment of from $850000.00 to $900000.00 or 
approximately from 7^4% to 7% on investment. This is 
indeed pretty lean. I certainly would not recommend pay¬ 
ing more than $650,000.00 plus % commission. (Tr. V. 17, 
p. 6015.) 






1960 


Exhibit 155. Agreement Dated January 17, 1929 between 
I Central, States Power and Light Corporation, Seller, 
and W. \Y. Staplin, Purchaser, Covering Sale of Prop¬ 
erty of Arkansas Public Service Company 

6017 Seller represents that Arkansas Public Service 
Company, a corporation organized under the laws of 
the State of Delaware, (hereinafter sometimes called 
“Arkansas Company”), owns all of the properties, rights, 
privileges and franchises now being used by Arkansas Com¬ 
pany in the conduct of its electric business in and about 
Berryville, Belleville, Cherryvalley (an unincorporated 
town, without franchise), Danville, Green Forest, Harris¬ 
burg, Havana, Lepanto, Ola and Plainview, Arkansas, in¬ 
cluding but not limited to all generating plants, substations, 
distribution systems and other properties and equipment 
used or useful in the generation, transmission and distribu¬ 
tion of electricity in and about said Communities. 

#•••••• 


6019 Seller represents that attached hereto are true 
copies of the franchises under which the owned prop¬ 
erties constituting the subject matter of this Contract are 
operated. Seller represents that Arkansas Company is 
possessed of good and marketable title to the franchises, 
copies of which are attached; that such franchises have been 
duly granted and are validly existing; that such franchises 
are assignable and constitute valid franchises for the opera¬ 
tion of such of the owned properties constituting the subject 
matter of this Contract as for the operation of which fran¬ 
chises are necessary. Seller represents that Arkansas 
Company is possessed of all other governmental permits 
and authorizations necessary for the convenient operation 
of all of its properties and that such permits and authoriza¬ 
tions are assignable. 


6026 IV. The purchase price hereunder shall be $700,- 
000.00 in cash, payable at the time of closing as herein 
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contemplated, plus or minus the adjustment herein provided 
for. 

• *••••• 

XII. The closing of sale hereunder shall be made on 
April 1, 1929, at 11:00 o’clock A. M., either at No. 2 Rector 
Street, Borough of Manhattan, New York, N. Y., or at 
such bank or trust company in the Borough of Manhattan, 
City of New York as the Purchaser may designate. 
6034 Electric Power & Light Corporation, a Maine Cor¬ 
poration, for value received, hereby unconditionally 
guarantees to Central States Power and Light Corporation, 
and its assigns, the prompt and faithful performance of all 
the obligations of W. W. Staplin, as set forth in the Contract 
between said W. W. Staplin and Central States Power and 
Light Corporation, dated January 17, 1929, and as said 
obligations may hereafter be modified or extended, pur¬ 
suant to agreement between said W. W. Staplin and Cen¬ 
tral States Power and Light Corporation. 

Dated, this 17th day of January, 1929. 

Electric Power & Light Corporation, 
By E. A. Hill, 

Vice President. 

Attest: 


Secretary. 

Witnesses: 

- Evans, 

Theodore Bowen. 

(Tr. V. 17, p. 6010.) 

• •••••• 


Exhibit 156. Letter Dated May 18,1929 from O. H. Simonds 
of Electric Bond and Share Company to H. C. Couch, 
President, Arkansas Power & Light Company 

In re: Arkansas Public Service Company Properties 

6038 Yours of the 7th, regarding the above, addressed 
to me at New York, was forwarded to me here but, 
before I received it, I had talked about this situation with 
Mr. Wilkes. 
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The suggestion made to capitalize deficit in earnings 
below lease rental could undoubtedly be carried out although 
such a policy would result, upon the acquisition of the prop¬ 
erty by Arkansas Power & Light Company, in a discrepancy 
between Plant Account and actual value of the property ac¬ 
quired, which, I believe, would be undesirable. 

I appreciate that such a discrepancy may already exist 
although no appraisal has been made of the property to 
permit comparison with purchase price. 

While the records of previous owners show a loss of about 
$20,000.00 per year, for the past three year period, I dis¬ 
cussed the situation with Mr. Wilkes on the basis of what net 
would accrue to Arkansas Power & Light Company in view 
of lower operating ratio and the fact that much of the ex¬ 
pense would be increment expense and I believe Mr. Wilkes 
felt that a modification of lease rental from $48,000.00 per 
year to $45,000.00 per year would permit him to come out 
even on the property until such time as he would have an 
opportunity to build up the business. (Tr. V. 17, p. 6038.) 

Exhibit 157. Option Dated June 1, 1929, from Mabel J. 
Ham, Executrix of the Estate of C. R. Ham, Running to 
Arkansas Power & Light Company 

6039 I, Mabel J. Ham, for myself and as Executrix of 
the Estate of C. R. Ham, deceased, for and in con¬ 
sideration of the sum of One Hundred ($100.00) Dollars to 
me paid by Arkansas Power and Light Company, the receipt 
of which is hereby acknowledged, do hereby extend to 
Arkansas Power and Light Company for a period herein¬ 
after set forth, the option and privilege of purchasing the 
electric franchise granted by the Town of Gillett to said 
Ham or his assignors and the electric plant and distributing 
system located in the town of Gillett and all of the appur¬ 
tenances thereunto belonging, or in anywise connected with 
or used or useful therewith for the sum of $10,000.00 plus all 
bona fide indebtedness against said plant. (Tr. V. 17, p. 
6039.) 





1963 


Exhibit 158. Letteb Dated at Pine Bluff, Arkansas, June 
7, 1929 from Frank M. Wilkes, General Manager, to L. 
Garrett, “Building” 

6040 Attached please find copy of option for the purchase 
of the electric distribution system and lighting plant 

in the City of Gillett. If this deal is consummated it will 
be necessary for us to have available $50,000.00 for the pur¬ 
chase of this property. The gross revenue of Gillett is 
roughly $10,000.00 per year. (Tr. V. 17, p. 6040.) 

Exhibit 159. Letter Dated at Pine Bluff, Arkansas, De¬ 
cember 21, 1929 from Frank M. Wilkes, General Man¬ 
ager, to H. C. Couch, “Building”. 

6041 Attached please find revenues on the Town of 
Gillett for the eleven (11) months of 1929. This 

property will cost us (including Lawyer’s fee) something 
less than Sixty Thousand ($60,000.00) Dollars, which would 
be about four and one-fourth to four and one-half for one. 
Note revenues are for eleven (11) months only. 

For your information, it required four (4) poles to hook 
this town to our lines. Engines were shut down within 
three (3) days after w*e took the property over, which was 
on the first of December. (Tr. V. 17, p. 6041.) 

Exhibit 160. Letter Dated March 4, 1930 from Frank M. 
Wilkes, General Manager, to Joe House of Robinson, 
House & Moses 

Regarding the Atkins Situation 

• •••••• 

6042 We have offered the Jones Brothers, w T ho are 
dealing for the Atkins Electric Light & Power Com¬ 
pany, the sum of $64,000.00 for their electric franchise and 
electric distribution system and the electric generator and 
switchboard, together with all supplies on hand and equip¬ 
ment in use or useful in the Electric Department save only 
the engine driving the electric plant and gin at the present 
time, which engine is to remain their property and is to be 
used by them for the operation of their gin plant. (Tr. Y. 
17, p. 6042.) 

• •••••• 
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Exhibit 161. Report on Atkins Electric Light & Power 
Company, Atkins, Arkansas, Dated March 8, 1930. 

6045 Pursuant with your instructions, the writer has 
made an inspection of the books of the Atkins Electric 
Power & Light Company, Atkins, Arkansas, and is men¬ 
tioning hereafter the results thereof: 

The Atkins Electric Power & Light Company is a corpora¬ 
tion organized under the laws of the state of Arkansas, and 
the stockholders are all residents of the town of Atkins. 
This company operates a cotton gin, ice plant and electric 
plant. The officials of the corporation are: L. 0. Jones, 
President; R. C. Jones, Secretary, and G. F. Emmert, 
Treasurer. 




6047 Earnings 

Inasmuch as the revenues from the entire business were 
grouped and reported on a cash basis it would be impossible 
to prepare a monthly statement of earnings for the electric 
department. Furthermore, in order to certify to any fig¬ 
ures compiled, it would be necessary to make an examination 
of the entire business. However, the writer does feel that 
th^ following figures, shown by their records, are reason¬ 
ably accurate. 

The Cash Receipts for the calendar year 1929 totaled 
$12,071.78. The delinquent 1929 accounts unpaid at Janu¬ 
ary 1,1930 were $1,160.30. 

The writer readded the revenues as shown bv the meter 
book for the year 1929 and found them to be as follows: 

Residential-Commercial-Power $11,301.39 

Street Lighting 1,494.00 

Shows-Carnivals, Etc. 83.45 


Total $12,878.84 


An attempt was made to ascertain the delinquent accounts 
at January 1, 1929, but this would have necessitated the 
balancing of the memorandum record which composed ap- 
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proximatelv 500 sheets. To further complicate matters the 
year dates had been omitted off of the sheets and as a con¬ 
sequence it would have been necessary to check the credits 
to the cash book in order to obtain the year dates. 

It seems logical to assume that the delinquent accounts at 
January 1, 1929 would be practically the same as those at 
January 1,1930. Therefore, the Cash receipts for a period 
of years would be equivalent to the net revenues assuming 
that no accounts were written off. 

A statement certifying as to the correctness of the past 5 
years cash receipts was obtained from Mr. C. L. Matthews, 
Bookkeeper, Atkins Electric Power & Light and is attached 
hereto. The Receipts were as follows: 


1925 

$10,880.90 

1926 

12,048.38 

1927 

11,238.94 

1928 

11,645.59 

1929 

12,071.78 

Total 

$57,885.59 


Customers Statistics—Rates 

At this date the meter book shows 325 metered customers 
and 4 flat rate customers. Approximately, 315 customers 
were billed during February, 1930. 

The writer scanned thru the billing for February 1930, and 
found that 93 customers were rendered the minimum bill, 
which is $1.25. In other words, thirty percent of the 
6048 existing customers are not using over the minimum 
KWH’s allowed or 8 KWH’s. This is worthy of con¬ 
sideration especially, if it is planned to put in the Standard 
“C” Rate Schedule, should our company acquire this prop¬ 
erty. It is the writers belief that our rates would mean an 
increase to at least twenty five percent of the customers, 
because of their low consumption and the present exceed¬ 
ingly low minimum charge. It would probably mean that 
the City Council would request an option be given the cus¬ 
tomer, that is between the present rate and the “C” rate. 

• •••••• 
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General 

The present owners have not required a service deposit 
from applicants for service, except in a very few cases. Mr. 
Jones advised the writer that only three customers had 
deposits. It appears to the writer that this is worthy of 
consideration in a contemplated purchase, as the percentage 
of uncollectible accounts will no doubt be above the average 
for similar towns where deposits are required. 

6049 The present owners have made no efforts to sell 
merchandise, however they have done some house 

wiring. It is evident that considerable load could be added 
thru an extensive appliance campaign. 

Should this property be purchased, the waiter would sug¬ 
gest that a meter audit be made immediately. The infor¬ 
mation obtained would be very beneficial in the application 
of correct rate schedules and all rate irregularities could be 
ironed out at the commencement. 

A copy of the franchise is attached hereto. 

6050 Atkins Electric Light & Power Company 
Statement of Electric Earnings year 1925 to 1929 Inc. 


1925 

$10,880.90 

1926 

12,048.38 

1927 

11,738.94 

1928 

11,645.59 

1929 

12,071.78 


• I hereby certify that the above figures in so far as I have 
knowledge of, represent a true and accurate statement of 
the electric revenues of the Atkins Electric Light & Power 
Company. 

(Signed) C. L. Matthews, 

j Bookkeeper. 

“Page 5 also contains rate schedules .’’ (Tr. V. 17, 
p. 6044.) 
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Exhibit 162. Letter Dated at Pine Bluff, Arkansas, De¬ 
cember 5,1924 from Frank M. Wilkes, Operating Super¬ 
intendent, to J. L. Longino, “Building’ ’ 

6051 Pursuant to vour instructions, I yesterday went up 
the Missouri Pacific to Judsonia, Kensett, Searcy, 

Cabot and intervening towns. 

• •••••• 

At Searcy the Town now has an electric revenue of ap¬ 
proximately $25,000.00 per year. They are burning coal, 
which is very high price and claim to be making about three 
to four thousand dollars per year over operating expenses. 
This plant is a direct current proposition and they are faced 
at the present time with the necessity of installing new 
equipment for alternating current and rebuilding their 
lines. I estimate that it will require about $30,000 to do this 
work. The City has been approached by the Little Rock 
Railway & Electric Company with a proposition to sell the 
plant, but they do not believe that they will act favorable 
on this proposal as one of the members of the board is 
strongly opposed to the sale of this plant and the other two 
members are friendly with the Arkansas Power Corpo¬ 
ration. 

6052 In my mind this situation along the Missouri Pa- 
cafic Railroad North of Little Rock is one of the key 

notes in the whole of Arkansas and I would recommend the 
following procedure: 

First that we have Mr. Petty have his franchise renewed 
at Cabot and proceed to throw a line from North Little Rock 
to Cabot within the next three or four months. In getting 
this franchise renewed, Mr. Petty should ask for an increase 
from his original franchise rates to our standard small 
town rates which starts at 18^. This would cut Beebe off 
from Little Rock and should place it so that we can get 
possession of this plant at any time that a good title can be 
obtained to it. 

• •••••• 

I would further recommend that either Mr. Petty or a 
representative of our company approach Searcy with a 
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proposition to lease their plant for a period of 50 years, 
installing therein the necessary AC equipment to take care 
of their Town until such time as the Little Red is devel¬ 
oped with a further proposition to them that their plant 
would be maintained as a stand-by plant even after the Dam 
was completed and would be used as a generating center 
for station current to Judsonia, Kensett and Baldknob and 
making them as reasonable rates as possible for their street 
lights and pumping. This proposition, I believe, could be 
worked out and if worked out would mean that there would 
be no definite objection to whether the L. R. & E. Company 
could run a line into our territory. (Tr. V. 17, p. 6051.) 

Exhibit 163. Letter Dated at Little Rock, Arkansas, De¬ 
cember 15, 1924 from Guy A. Watkins of Dickinson & 
Watkins, Engineers, to F. M. Wilkes, % Arkansas Light 
& Power Co., Pine Bluff, Arkansas 

6053 We are taking over the Kensett plant today in my 
name as trustee. I have issued Deed of Trust to 
H. C. Moses, Trustee and have given it to Mr. Moses. 

The Judsonia plant can not be turned over for a few 
days on account of securing deed to a lot Mr. Beals was 
to purchase for us. However, I got an extension on the 
option to December 30th, so in case Mr. Beals should die, 
we would be protected. 

I was at Kensett yesterday and Mr. Hardin told me 
that a Mr. Schwartz, of the Rose City Electric Company 
of this city, was up there and asked him for an option. 
Hardin told him he didn’t want to sell. Schwarts replied 
about as follows: 

“I know that you have given Guy Watkins an option 
and that it expires January 1st. The Little Rock Railway 
& Electric Company are not going to let him do anything 
on that and you might as well give me an option.” 

Mr. Beals also told me that the Rose City Electric Com¬ 
pany man had been to him for an option and that he told 
him that he did not want to sell his plant. 
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This indicates that the Arkansas Central Power Company 
people are doing their best to block onr progress np there 
and we had better push matters as fast as possible. 

Friday night, Mr. Self and I went to Cabot and got a 
50-year franchise for that town. It has to be ac- 
6054 cepted in ten days and plant constructed and in 
operation in 90 working days and not later than five 
months from date of passage. 

E. T. Stanfield was there asking for a franchise and some 
local man also wanted a franchise. However, the Council 
by a majority gave it to us. If this proposition is going 
to be handled by building a line from your station in N. 
Little Rock, right-of-way man should be put in the field 
immediately, so as to get this done as quietly and quickly 
as possible, otherwise we may have some opposition. 

• • • • • • • 


Tomorrow, I am going to Searcy to start on the valuation 
of the plant with Mr. Patterson, so that we will have a basis 
for negotiating a lease with the Commissioners. I will 
be busy there for several days. * • • I just wanted 

to impress upon you the necessity of speed, if we beat the 
other people to it in this territory. (Tr. V. 17, p. 6053.) 

******* 

Exhibit 166. Weekly Report Dated January 19,1925 from 
Frank M. Wilkes, General Superintendent, to J. L. 
Longino, “Building” 

6058 Report for Week Ending January 17th 

January 13th spent in Bald Knob in the purchase of the 
plant at Bald Knob. Finally purchased this town at what 
seems to be a very high price but believe that we should 
have this property so as to form a connecting link between 
Newport and the remaining property of the A. L. & P. Co. 

January 16th spent in Little Rock and. Searcy, Arkansas, 
where we are making very satisfactory progress. (Tr. 
Y. 17, p. 6058.) 
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Exhibit 167. Letter Dated at Pine Bluff, Arkansas, De¬ 
cember 9,1924 from Frank M. Wilkes to J. L. Longino, 
“BUILDING” 

6059 Regarding situation at Searcy and Cabot, just fin¬ 
ished talking to Mr. Watkins at Little Rock, who say’s 
that Searcy seems very favorable to lease or sale of prop¬ 
erty, provided we will agree to establish temporarily a plant 
at Searcy for the operation of Judsonia and Kensett. Wat¬ 
kins is following this closely and should be able to report 
definite progress about Wednesday of next week, Decem¬ 
ber 17th. 

In regard to Cabot, Mr. Watkins has an engagement with 
the City Council the night of December 12th, at which time 
he hopes to get renewal of franchise at Cabot with the 
understanding that we will extend our transmission lines 
there by June 1, 1925. We will keep in touch with this 
situation as I feel that it is very important that we occupy 
this territory. Both of these lines were included in our 
budget for 1925. (Tr. V. 17, p. 6059.) 

• •••••• 

Exhibit 168. Report on Electric Property, Searcy, Ar¬ 
kansas, Dated January 1, 1925 

6061 Summary 

Electric Property at Searcy, Arkansas 


Distribution System . $18004.69 

Plant Equipment and Tools. 16389.25 

Furniture and Fixtures. 500.00 

Building and Land (including labor to erect build¬ 
ing) . 11500.00 


Total Value. $46393.94 


As of January 1, 1925. 

The remainder of the report consists of detailed itemized 
inventory and unit priced appraisal of electric and water 
property similar to that shown in Exhibit 129. Electric 
and water rates are set forth and output in kilowatt hours 
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and revenue for the months of January 1922, 1923 and 
1924 are shown. The Commissioners of the Water Board 
and the Electric Light Board are shown and electric re¬ 
ports for May and November 1924 are also shown. (Tr. 
V. 17, p. 6060.) 

• •••••• 

Exhibit 169. Letter Dated January 8, 1925 from Guy A. 
Watkins to F. M. Wilkes, % Arkansas Light & Power 
Co. 

6077 I dropped by Searcy yesterday and had a nice 
talk with Mr. Kelly, one of the commissioners and 

also with Patterson. 

As you suggested the other day, I asked Patterson if 
he had enough time, with his duties at Searcy, to keep an 
eye on the Judsonia and Kensett plants for us and told 
him that we would be glad to give him $25.00 a month just 
to see that they were going along all right. This seemed 
to please him a good deal, and he made this statement: 

“It looks good to me for two reasons—first, I could use 
the extra $25.00 a month, and second, if I am going to have 
general charge of this section, the quicker I get in touch 
with the other plants, the better it would suit me”. 

From his second reason, I figure that back in his mind 
he feels that we are going to get control of the Searcy 
situation. 

Tuesday afternoon, Mr. Cantrell and Mr. Sutton of the 
Arkansas Central were up there, trying to find out how 
the commissioners felt, but they didn’t get a meeting and 
didn’t find out much. So far, I do not think they have ever 
presented in writing a proposition to the commissioners 
for the purchase of the plant. (Tr. V. 17, p. 6077). 

Exhibit 170. Letter Dated at Pine Bluff, Arkansas, 
February 7,1925 from H. C. Couch, President, to W. D. 
Davenport, Searcy, Arkansas 

6078 I have been asked to write you whether or not I 
was interested in the hydro development on the Little 

Bed River. 
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I am glad to say that I am and expect to bend my energy 
in seeing the consummation of this development. You 
doubtless have already been advised that our holding com¬ 
pany, the Southern Power & Light Company, of which I 
am president, has offered to exchange its stock for the stock 
of the Arkansas Power Corporation. 

We had our engineers check the report of the Little Red 
proposition. These are the same engineers who made the 
study of the Ouachita River for us and constructed Remmel 
Dam. They assure us this is a feasible proposition and 
we only need to develop the power load to justify the con¬ 
struction. 

These loads are developed by first connecting up the 
existing towns, providing ample service for them so that 
the local residents can see the benefit of such interconnec¬ 
tion so they can join in such industrial enterprises that 
will be attracted by hydro development. 

At present some of my associates and myself have be¬ 
come interested in the towns in that section and are now 
ready to connect them up. Searcy fits into this situation 
splendidly and the work we are now doing is simply the 
advance work for the development on the river. When we 
develop sufficient load this proposition can be financed. 

We will appreciate any assistance that you can render 
to Mr. Self and Mr. Watkins in the matter of handling 
Searcy plant. This will be a great help in working out 
the situation. (Tr. V. 17, p. 6078.) 

Exhibit 171. Letter Dated February 12, 1925 from Guy 

A. Watkins to F. M. Wilkes, Pine Bluff, Arkansas 

6079 A little bird just told me that Mr. Cantrell is in 
Searcy today. I beat him back as I was there yester¬ 
day afternoon and evening. Talked to Mr. Patterson and 
Mr. Sanford, and after supper, Patterson and I went down 
to Mr. Kelley’s house and talked to him about an hour. 

As I get the drift of things there, our proposition seems 
satisfactory in every detail except the rates. They feel 
that they should have at least a little reduction in the 
rates. I tried to feel them out to see about what they 
expect. I told them, however, that with the large invest- 
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menl we would have there to pay interest on that the present 
revenues were less than one-fourth of the investment, which 
made rate reduction at this particular time look rather 
hard on us. 

In my talk with Mr. Kelley and Mr. Patterson, it was 
brought out that they would be satisfied with a 12^ net 
rate on lights. This is about a 9% net reduction. If this 
is possible, I believe that our lease proposition would go 
over all right. I think, too, that we should put in a stove 
rate for cooking, around 4^ or 4^^ if this is all right. 
While there are probably no stoves there now, I believe 
a number could be sold. A low rate on this would not tax 
us heavily, but would appeal to a number of influential 
people there. You can be thinking about this rate, so that 
we can work it out when be go up Tuesday. 

Mr. Sanford said that it would not be necessary for us 
to come back for a meeting Monday night, as a meeting 
was set for Tuesday night with the Council. We could 
go back Tuesday morning and do some good work before 
the meeting, so if you will make your arrangements to come 
by here Tuesday morning, we can go over everything and 
get our rate sheets typed to substitute in the copies that 
we have before we go up. I am leaving in the morning for 
Wvnne, Parkin and Earle and will not be back until Satur¬ 
day P. M. (Tr. V. 17, p. 6079.) 

Exhibit 172. Weekly Report Dated February 16, 1925 

from Frank M. Wilkes, General Superintendent, to 

J. L. Longino, “Buiuding” 

6080 Week Ending February 14th 

February 9th spent in Conway and Searcy in conference 
with City Officials. Conway very unsatisfactory and no 
hopes of getting consideration through City authorities. 
Any headway that can be made at Conway will have to be 
made through citizens. At Searcy we met with both City 
Council and Commissioners and had also present repre¬ 
sentatives of the National Power & Light Company, Mr. 
Cantrell and Mr. Sutton. City Council agreed to give us 
February 16th to return and submit our proposition, giving 
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our friends the 20th for a like opportunity. (Tr. V. 17, 

p. 6080.) 

Exhibit 173. Letter Dated February 22,1925 from Guy A. 
Watkins to F. M. Wilkes 

6081 They had a big time at Searcy Friday night. 
Money talks. The big gun shot this wad— 

“Change all fans, motors etc. and pay $90,000 spot 
cash for the property ‘as is’ and put in a new a. c. plant 
on top of this.” 

but- 

they want the enclosed rates to go into their franchise and 
the people are not thinking so much about it with such rates. 
One man, who runs an ice cream plant, asked what his rate 
would be and when they told him, he remarked that he would 
have to move out of Searcy if that was to be the rate on 
current for his plant. 

You can see that their rate for power will keep industries 
out of the town and leave them only the customers who pay 
for current at the higher prices. 

From the talks I had with our friends the price offered 
for the plant looked so big that the people are afraid there 
is a bug under the chip and too they want some rates they 
can understand. 

I think we have a good chance now to buy the plant with 
no strings attached and if we can give them a good rate 
and show that the difference in our rate and the other fellows 
will in a period of years mean more that the difference in 
price we will have a good chance to get the plant. 

We must get back up there soon and get our proposition 
before them, then they will be ready to circulate their peti¬ 
tions for the sale of the plant. (Tr. V. 17, p. 6081.) 

Exhibit 174. Weekly Report Dated February 23,1925 from 
Frank M. Wilkes, General Superintendent, to J. L. 
Longino 

6082 Report for Week Ending February 21st 

February 17th spent in Searcy in conference with City 
Council and Commissioner. They both express themselves 
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as favorable to our company, but felt that Little Rock people 
were going to give them a better price than ours. Other 
things being equal they assured us they would deal with us. 
It is probable that we will have to mess the whole detail up 
so that no one will be able to get contract, which we will do 
or get contract ourselves. 

February 21st spent in Little Rock, discussing Searcy 
situation and Towns East on the Mountain. (Tr. V. 17, p. 
6082.) 

Exhibit 175. Letter Dated March 12,1925 from W. D. Self 
to F. M. Wilkes, C/O Arkansas Light & Power Company 

(Letterhead reads) “Arkansas Power Corporation, Little 
Rock, Arkansas, Virgil C. Pettie, President; F. P. Hill, Vice 
President; Guy A. Watkins, Secretary; W. D. Dickinson, 
Treasurer.” 

6083 I was at Searcy Monday and arranged with the 
Light Commissioners for a meeting with Mr. Couch 
Monday afternoon, March 16th. They will probably want 
to call another meeting of the Council and property holders 
that evening, at which they will want Mr. Couch to be pres¬ 
ent, in the event they think there is any possibility of making 
a trade. The effort of the other people in circulating a peti¬ 
tion has not, in my judgment, helped their cause any. (Tr. 
V. 17, p. 6083.) 


• •••••• 


Exhibit 176. Letter Dated at Searcy, Arkansas, April 16, 
1925 from S. W. Sanford to Arkansas Light & Power 
Company, Pine Bluff, Arkansas 

6084 In line with our conversation with you over the 
’phone, will ask you to please put in your bid on the 
Searcy Light Plant by Saturday of this Week, which would 
be the eighteenth. It is our understanding that you already 
have in mind the different points the Board wants covered 
in your bid but for your information we are listing these 
items as nearly as we can remember: 
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First: 

(a) Commercial Lighting rate 

(b) Residence Lighting Rate 

(c) Motor Rate 

Second: Cash Consideration. 

Third: Exchange Motors and fans for alternating current. 

Fourth: To take care of the street lights and White Way 
the same as at the present time. 

Fifth: To take care of the water work system the same as 
at the present time. 

Sixth: To take care of the fire truck and equipment the 
same as the present time. 

Seventh: To make a special rate to Galloway College on 
the same basis as is being furnished now. 

Eighth: To construct alternating current and change 
over to alternating system within a reasonable time and to 
maintain plant in the City of Searcy in operation and to 
keep same in good serviceable running condition and to 
maintain a steady and uniform current. 

We desire to have a bid submitted as a seal bid and to be 
accompanied by a certified check of $20,000.00. Right re¬ 
served to reject any or all bids. (Tr. V. 17, p. 6084.) 

Exhibit 177. Letter Dated at Pine Bluff, Arkansas, April 
16,1925 from R. E. Ritchie, Assistant General Superin¬ 
tendent, to J. L. Longino, “Building’* 

6085 Your memo of the 15th with reference to the Searcy 
trip. This party consisted of the following men: 

Mr. Jones, Mayor 

Mr. Davenport, City Attorney, 

Mr. Smith, City Recorder, 

Mr. Lytle, Alderman 

Mr. Watkins, “ 

Mr. Phillips, 

Mr. Hartin, “ 

Mr. Bell, 
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Mr. Forrest, “ 

Mr. Franklin, “ 

Mr. Norman Smith, “ 

Mr. Ball Commissioner 

Mr. Wyatt Sanford, “ 

Mr. Chas. Kelly, “ 

Mr. S. Lytle, “ 

Mr. J. H. Patterson, Mgr. Light Plant, 

Dr. F. P. Hardy, Mayor, McRae, 

Mr. W. H. Thompson, 

In addition to the above there was Mr. W. D. Self, Mr. 
F. M. Wilkes, Mr. J. L. Longino and Mr. R. E. Ritchie. 

The expense of this trip was $163.31. 

All of these men seem to be very favorably impressed 
with onr properties. Mr. Lytle, one of the Bankers, also 
one of the Commissioners, Mr. Wyatt and Mr. Davenport 
were very profuse with their praise of our construction. 
They seem to be very much surprised to find Remmel Dam 
as large as it is and all of them indicated that they felt that 
the Arkansas Light & Power Company was a coming com¬ 
pany and thev would be glad to have our service at Searcy. 
(Tr. V. 17, p. 6085.) 

• ••••• • 

Exhibit 178. Letter Dated at Pine Bluff, Arkansas, April 
17,1925 from Arkansas Light & Power Company to Board 
of Commissioners, Searcy Electric Light District No. 1, 
Searcy, Arkansas 

6087 Pursuant to your instructions, we herewith beg to 
submit the following bid for the electric light plant 
and franchise in the City of Searcy, Arkansas, and as an 
evidence of good faith we are attaching hereto our check 
duly certified for the sum of Twenty Thousand ($20,000.00) 
Dollars, which is to be applied on purchase price if we are 
the successful bidders, or to be returned to us at once if we 
are not successful. 

(1) We will make in the City of Searcy the following 
rates, to-wit: 
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For Residence and Commercial Lighting 


For up to 10 KWH per month $1.25 

For next 40 “ “ “ 11* 

“ 200 “ “ “ 10 * 

“ “ 200 “ “ “ 9* 

For Excess 450 “ “ “ 8* 


per month 
“ KWH 

ll ll 

It ll 

ll It 


These rates are net with addition of 1* per KWH if not 
paid within ten days after the first of the month next suc¬ 
ceeding that in which service is rendered. 


For Power Customers up to 25 HP 

First 30 KWH per HP “ 6* per KWH 

Next 30 “ “ “ “ 5* “ “ 

Excess 60 “ “ “ “ 4* “ 

subject to minimum of 10 KWH per month per HP. 


For large power consumers rates as agreed upon between 
the Consumer and the power Company and in no case higher 
than those in effect in any other town in Arkansas served 
by the Arkansas Light & Power Company. 

For Cooking and Heating 

32* per KWH with minimum of 100 KWH per month 
6088 For Street Lighting 

For present street lights and whiteway burning on present 
schedule $75.00 per month. For all additional street lights 
one cent per candle power per month at present schedule. 

For Municipal Pumping and Other Municipal Purposes 

For first 10,000 KWH per month 3* per KWH 

“ next 10,000 “ “ “ 2 y 2 * “ “ 

“ all current 

in excess of 20,000 “ “ “ 2* “ “ 

For Galloway College Lights and Power 

The same rates now in effect unless the proposed schedules 
are lower and better. 
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(2) As a cash consideration we will pay to the District 
for all land, buildings, equipment, lines, poles and meters 
and appurtenances of every character belonging thereunto 
together with franchise for fifty years to be granted to the 
Arkansas Light & Power Company, whose terms shall em¬ 
body the rates herein and shall be a fair and acceptable to 
said Company the following sum to-wit: 

Ninety-five Thousand Three Hundred (95,300.00) Dollars 
cash upon approval of title and delivery of proper papers, 
transferring said plant and equipment to the said Arkansas 
Light & Power Company. 

(3) We will further agree to build and construct within 
a reasonable time after taking over operation of lighting 
system an up-to-date and efficient alternating current sys¬ 
tem in said City of Searcy and will exchange free-of-cost to 
Consumers the present direct current equipment rendered 
obsolete by said alternating system. 

(4) We will further agree to at all times maintain in good 
working order a generating plant of suitable size in the 
City of Searcy. 

(5) We will further agree to enter into a suitable and fair 
agreement for the joint use of present office and grounds 
with the Water District #1 of the City of Searcy and will 
furnish free-of-cost space at present occupied by the fire 
truck and equipment. 

(6) We will further agree to proceed as soon as load con¬ 
ditions and business conditions will justify same with the 
development of the water power on Little Red River all 
rights to which are now vested in our Company or its asso¬ 
ciated Companies and will further agree to give to Searcy 
all aid reasonably possible to obtain industries for location 
within said City. 

We feel that Searcy now must decide between a policy of 
assisting development of the natural resources of your sec¬ 
tion, or to deliberately take a stand in opposing such de¬ 
velopment and we feel sure that your body will give 
6089 our proposal most careful consideration before decid¬ 
ing against a Company whose past record and per- 
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formauces in development of Arkansas are spread over 
almost two thirds of this State that he who runs mav read. 
(Tr. V. 17, p. 6087.) 

Exhibit 179. Letter Dated April 30, 1925 from S. W. 
Sanford, Secretary, Electric Light Board, Searcy, 
Arkansas to Arkansas Light & Power Company 

(Letterhead reads) “Searcy Electric and Water Plant’’ 
and also sets out the following as members of “Electric 
Light Board”: J. J. Baugh, Chairman, S. W. Sanford, 
Secretary, Chas. A. Kelley; and the following as members of 
“Water Works Board”: Chas A. Kelley, Chairman, J. J. 
Baugh, Secretary, S. W. Sanford. 

6090 We are writing to advise that the commissioners 
have decided to figure up a comparative statement 

for one year showing the amount that each customer would 
pay both to the Arkansas Central Power Company and to 
the Arkansas Light and Power Company under the rates 
submitted by each company. 

We are asking that each company have its representative 
here to assist in making these figures, so that they will be 
sure to be correct when finished. 

This letter is written more as a matter of record as both 
companies have agreed verbally to this plan. (Tr. V. 17, 
p. 6090.) 

Exhibit 180. Letter Dated May 1, 1925 from Frank M. 
"Wilkes, General Superintendent, to Board of Com¬ 
missioners, Searcy Electric Light District No. 1, 
Searcy, Arkansas 

6091 In explanation of paragraph 4 of our proposal of 
April 17th, beg to advise that we intended this to 

mean as follows: That we would install within a reasonable 
time in the City of Searcy a new and up-to-date generating 
plant to generate alternating current, 60 cycles of suitable 
voltage. We further intend this to mean that we would 
operate this plant continuously for the purpose of furnish¬ 
ing electric service to the City of Searcy up until such a time 
as the first dam on Little Red River is completed and has 
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been tied into our super-power system and the City of 
Searcy has been connected to said system, after which time 
we propose to keep the then existing plant in the City of 
Searcy in good operating condition so that it can be brought 
into service in a few minutes for stand-by operation. 

By “Plant” we mean the electric generating plant con¬ 
sisting of an engine and a generator and if steam is used a 
boiler of suitable size to go with the engine. It is probable 
that this plant will contain from two to three or more units. 

We trust that this is in detail enough to be satisfactory. 
(Tr. V. 17, p. 6091.) 

Exhibit 181. Letter Dated May 2, 1925 from V. C. Pettie 
to F. M. Wilkes, Arkansas Light & Power Company 


6092 I trust your broken arm has mended and I sincerely 
trust that you and Self will be able to close up Searcy. 

Can’t you get H. C., as a prominent Methodist layman, to 
get in touch with some of the Trustees of Galloway College, 
so the school crowd will be lined up for us? (Tr. V. 17, p. 
6092.) 

• •••••• 

Exhibit 182. Letter Dated at Searcy, Arkansas May 9, 
1925 from C.W. Pettey, for Arkansas Light & Power Co., 
Bert S. Nixon, for National Light & Power Company, 
and J. H. Patterson, Manager, Searcy Electric & Water 
Company, to Board of Commissioners, Electric Light 
Improvement District #1, Searcy, Arkansas 

6093 Consumption of Light and Power used in Searcy 
during the year 1924 under the terms of the bids of 

the Arkansas Light & Power Co., and the National Light & 
Power Co., would have resulted as follows: 

Light Power 

Arkansas Light & Power Co. $19,666.24 , $2,283.30 

National Light & Power Co. 19,732.29 3,113.55 

(Tr. V. 17, p. 6093.) 
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Exhibit 183. Letter Dated May 9,1925 prom J. H. Patter- 
sox, Manager, Searcy Electric and Water Plant, to 
Frank M. Wilkes. 


6094 Confirming onr conversation of this afternoon I 
am giving you the result of the comparisons of light and 
power bills. 



E.B.S. Co. 

A.L.P. Co. 



Light 

Motors 

19732.29 

3113.55 

19666.24 

2283.30 

Diff. 

66.05 

830.25 

Total 

$22845.84 

$21949.54 

g 

^ $896.30 

Deducting light and 

motor bills of Galloway 

College. 

/$14938.30 


E.B.S. Co. 

A.L.P. Co. 



Light 

19732.29 

1785.80 

19666.24 

2212.74 




$17946.49 

$17453.50 

Diff. 

$492.99 

Motor 

3113.55 

324.90 

2283.30 

197.38 




$2788.65 

$2085.92 

Diff. 

702.73 




Total 

£ 

^ $1195.72 




VJ 

/$19928.66 


(Tr. V. 17, p. 6094.) 


Exhibit 184. Letter Dated May 19,1925 from V. C. Pettie 
to J. L. Longino, c/o Arkansas Light & Power Co., Pine 
Bluff, Arkansas 

6095 Mr. Patterson has just talked to Mr. Self over tele¬ 
phone stating there was a Mass Meeting called 
for Searcy Friday night, May 22nd, to determine the pulse 
of the people relative to the two propositions that are pend¬ 
ing there. Mr. Patterson had some kind of a message for 
Wilkes, but Mr. Wilkes was out of the city and it is reported 
he would be back Wednesday. It seems this is a very im¬ 
portant point, apparently, from the way the other people 
have been bidding for it. I believe our interests ought to 
be protected there at that meeting, and in the meantime 
Mr. Self should go up in advance perhaps of the meeting 
and the Arkansas Light & Power Company should have a 
representative there that night and some plans should be 
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made to control that meeting, as I am satisfied that the local 
people will have their full force there. 

We hold the upper hand at Searcy if it is handled correctly, 
and as so much time and effort has been spent upon that 
situation, we ought not to let this get away from us. I am 
wondering that if we secure Searcy if we will impress some 
other people with the fact that we are still on deck in Arkan¬ 
sas and that we have some friends and it will place us in a 
much better situation, if there is any trading to be done. 

I also think President Williams of Galloway College 
should be assured that he need have nothing to fear from the 
Couch interests, as Mr. Couch has always been so promi¬ 
nent in Methodist lay circles. (Tr. V. 17, p. 6095.) 

• •••••• 

Exhibit 185. Letter Dated May 20, 1925 from Frank M. 
Wilkes, General Superintendent to Wyatt Sanford, 
Chairman, Board of Commissioners, Searcy Electric 
Light Improvement District No. 1 

6096 Wish to thank you for your very kind considera¬ 
tion in postponing the mass meeting which was sched¬ 
uled for the night of the 22nd until Wednesday of the 27th 
on account of our inability to have representative present 
on that date and in consideration of your kindness we hereby 
agree not to withdraw our bid before that date. 

Of course, if your Board would see fit to accept our 
proposition before the 27th we would not be adverse to 
your so doing. (Tr. V. 17, p. 6096.) 

Exhibit 186. Letter Dated June 10, 1925 from Searcy 
Electric Light District No. 1 to Arkansas Light & 
Power Company, Pine Bluff, Arkansas 

6097 The City Council of the City of Searcy has passed 
a resolution requesting the Commissioners of- the 

Electric Light District to request both bidders to have their 
franchise in the hands of the City Attorney, Mr. W. D. 
Davenport, by noon Monday, June 15th, as they want these 
franchises gone over and acceptable to the City Council be¬ 
fore any petitions are circulated to the tax payers. (Tr. V. 
17, p. 6097.) 
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Exhibit 187. Resolution and Ordinance of the City of 

Searcy, Arkansas 

This exhibit consists, inter alia, of a copy of a resolution 
adopted by the City Council of the City of Searcy, Arkansas, 
on June 15,1925, which reads as follows: 

“ Whereas, Searcy Electric Light Improvement Dis¬ 
trict No. 1 was organized by this Council for the purpose 
of constructing and operating an electric light plant and 
system for the City, and citizens of Searcy, and there¬ 
after did construct, equip and operate such electric light 
plant and system over a period of years, collecting the 
revenue and paying the operating expenses of said 
plant, and has retired all of its bonded indebtedness, 
and 

“Whereas, notwithstanding the payment of all of its 
outstanding bonded indebtedness, the commissioners of 
' said district have continued to hold possession of said 
plant and system and to operate the same independently 
of the city of Searcy, and 

“Whereas, it is deemed advisable by both the city 
council of the city of Searcy, and by the Commissioners 
of Searcy Electric Light Improvement District #1 
that said plant should be sold. 

“Now, Therefore, be it resolved by the City Council 
of the City of Searcy and by the Commissioners of said 
Searcy Electric Light Improvement District #1, that it 
will be for the best interest of said city and said distri¬ 
bution system, consisting of lots No. 4, 5 and 6, in Block 
19 in the City of Searcy together with all buildings, 
improvements and appurtenances thereunto belonging, 
also all poles, overhead wires, electric light lines, work¬ 
shops, structures, fixtures, engines and their auxiliaries, 
meters, subject to present meter deposit, transformers, 
switch-boards, machinery, implements and tools of 
every kind and nature whatsoever, now owned and used 
in connection with said electric light plant and distri¬ 
bution system, together with the right to operate the 
same to 0. H. Simonds, his heirs or assigns, for the 
consideration of $107,500.00 to be paid in cash at the 
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time such sale shall be consummated, said sale to be 
consummated in the manner and upon the terms pro¬ 
vided by law, and the proceeds of such sale to be dis¬ 
tributed as provided by law.” 

The exhibit also contains an ordinance of the City of 
Searcy, Arkansas, adopted on July 13,1925, and reading in 
part as follows: 

“An Ordinance Granting to 0. H. Simonds, His Heirs 
and Assigns, the Right to Acquire, Construct, Main¬ 
tain and Operate an Electric Light and Power Plant 
in the City of Searcy, Arkansas, and for the Sale of 
the Electric Light and Power Service and Other 
Purposes. 

Be It Ordained by the City Council of the City of 
Searcy, Arkansas : 

Section I. That the exclusive right to lay and erect 
pipes, poles, wires and fixtures through the streets, 
alleys and other public property of the City of Searcy 
and to maintain and keep the same in repair, with the 
right to excavate the public ways of said City so far as 
may be necessary for that purpose; and the exclusive 
right to acquire, own, construct, operate and maintain 
an electric light and power plant or system in said city, 
and to generate, distribute, supply and deliver electric 
light and power service, using such streets, sidewalks, 
alleys or other public property of said city as is deemed 
necessary, and to invoke the power of eminent domain 
where necessary to use private property; and the right 
to do and perform all acts necessary and convenient in 
the conduct of such business is hereby granted to 
0. H. Simonds, his heirs and assigns, for a period of 
fifty years from the date that this ordinance becomes 
effective. 

Section II. This grant shall be on condition that 
said grantee, his heirs or assigns, shall purchase or 
acquire the electric light plant and distribution system 
now being operated in the city of Searcy by the Searcy 
Electric Light Improvement District #1, for a consid- 






1986 


eration of not less then One Hundred Seven Thousand, 
Five Hundred Dollars ($107,500.00). 

Section III. That said grantee, his heirs and assigns, 
shall not be required to pay to the City of Searcy, any 
poll tax or other license tax, or to yield any further con¬ 
sideration for this franchise than the payment of said 
sum of $107,500.00. 

Section IV. That said grantee, his heirs and assigns, 
are hereby granted the right to charge for electric cur¬ 
rent at the following maximum schedule of rates: 

[Here are set outspecified rates for electric serv¬ 
ice] • • V’ (Tr. V. 17, p. 6098.) 

• •••••• 

Exhibit 188. Letter Dated June 18, 1925 from S. W. San¬ 
ford, Secretary, Searcy Electric Light District #1, to 
Arkansas Light & Power Company, Pine Bluff, Arkan¬ 
sas 

6113 We are returning the $20,000.00 check you put up 
with your bid on the electric light plant here. 

Our Board regrets you could not be up here with us in the 

last few days before the contract was let, but suppose you 

had good reasons of your own for not being here. (Tr. V. 

17, p. 6113.) 

Exhibit 189. Letter Dated June 18, 1925 from J. L. 
Longino, Vice-President and General Manager, to D. H. 
Cantrell, Little Rock, Arkansas 

6114 I am interested to know the present status of the 
Searcy situation, and whether or not we can be of 

any further assistance in connection with the closing of 

this deal. (Tr. V. 17, p. 6114.) 

Exhibit 190. Letter Dated June 20, 1925 from F. M. 
Wilkes, General Superintendent, Arkansas Light & 
Power Company to Charles Kelley, Searcy, Arkansas 

6115 I wish to take this opportunity of thanking you, 
personally, and on behalf of my company for the 

friendship and assistance in the long drawn out negotia- 
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tions for the purchase of the Searcy Electric Light Plant. 
We feel sure that your Body and also the citizens of 
Searcy preferred that our organization should own and 
operate the plant at Searcy, but as you, no doubt, have 
seen in the Newspaper our two companies have decided 
that instead of fighting and wasting energies which could 
be better used in the development of our State that we 
'would get together and pull as one for the development of 
Arkansas and we feel that this combination will be a long 
step towards the goal which you could see ahead of us in the 
development of Little Red River. 

At the present time we do not know exactly which com¬ 
pany will operate at Searcy, but the writer hopes that 
when these matters are cleared up that he may have the 
continued pleasure of coming in contact with the people in 
Searcy and to be able to consult with you and the other 
Commissioners in the operation of the electric property 
there. 

I appreciate your personal friendship and your con¬ 
tinued loyalty to our interest at Searcy and want you to 
know that I regret very deeply the fact that our company 
practically withdrew from the final go around on this 
sale. (Tr. V. 17, p. 6115.) 

Exhibit 191. Letter Dated March 19,1925 from J. H. Pat¬ 
terson, Manager, Searcy Electric & Water Plant, to 
H. C. Couch, Pine Bluff, Arkansas 

6116 Our Commissioners and members of the City Coun¬ 
cil have decided on March 26th as the day they will 

accept your invitation to visit Remmel Dam. We will ar¬ 
rive at Hot Springs about 9 A. M. on M. P. train No. 17. 
(Tr. V. 17, p. 6116.) 

Exhibit 192. Letter Dated June 20, 1925 from Frank M. 
Wilkes, General Superintendent, Arkansas Light & 
Power Company, to S. W. Sanford, Searcy Electric 
Light District No. 1 

6117 This is to acknowledge receipt of $20,000.00 check 
put up with our bid for your electric light system 

in Searcy. We regret very much that we were not the 
successful bidders, but believe under the circumstances it 
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will make very little difference as to which company really 
owns the plant, as we are now all united to make Arkansas 
a better State in the future than it has been in the past and 
trust that within the next few years you w T ill see a develop¬ 
ment near Searcy which will mean much to your Com¬ 
munity. 

We wish to thank all the Commissioners for their patience 
in the long drawn out negotiation for the purchase of your 
plant. We also wish to thank you for the continued con¬ 
sideration which you gave our bid even after we were un¬ 
able, due to other conditions, to push same to completion 
and the writer, personally, wishes to thank you and the 
other Commissioners for the many happy hours which he 
spent in Searcy in most pleasant negotiations with you 
and he trusts that wdien the operating departments are 
straighened out by the two companies here in Arkansas that 
he may have the pleasure of continued dealings with you 
in the operation of the plant at Searcy. (Tr. V. 17, p. 
6117.) 

Exhibit 193. Investigation Report Electric Light, Water 

and Ice Plant, DeValls Bluff, Arkansas, by G. I. 

Branch, Dated March 20,1925 

6118 General Description: A quick inspection w’as made 
of the lines and plant of the electric light, water and 
ice plant at De Vails Bluff, Arkansas, population 885. Only 
the visible property could be studied, as no records were 


asked for. 

• •••••• 

Valuation: 

The estimated valuation from the incomplete data is: 

Buildings and land. $4,500.00 

Boilers and Electric machinery. 3,500.00 

Wells and pumps . 1,000.00 

Water mains . 2,500.00 

Electric lines . 2,500.00 

Ice machinery . 3,500.00 

Miscellaneous equipment . 1,000.00 


Total Estimated Value. $18,500.00 

(Tr. V. 17, p. 6118.) 
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Exhibit 194. Letter Dated April 14, 1925 from F. M. 
Wilkes, General Superintendent, to L. K. Armstrong, 
% DeValls Bluff Light & Ice Co., DeValls Bluff, 
Arkansas 

6119 Further in regard to conversation between your¬ 
self and Mr. Ritchie of our Company relative to 

purchase of your plant, we trust sincerely that you will not 
dispose of this property but will hold same and continue to 
operate it. The writer has always hoped that some day 
or other your plant would be merged with the Arkansas 
Light & Power Company and that you would be associated 
with us as a Manager of one of our larger properties. We 
are not at the present time interested in the operation of 
ice and water properties in a Town the size of DeValls 
Bluff, although we would like to supply electric service 
there and in the event you do not sell your complete hold¬ 
ings to other parties we would be very glad to figure with 
you on supplying electric power to you at DeValls Bluff for 
the operation of your ice, water and electric system, or we 
would be interested in purchasing your electric system 
alone if you desire to make such a sale. (Tr. V. 17, p. 6119.) 
• •••••• 

Exhibit 195. Letter Dated April 16, 1925 from L. K. 
Armstrong to F. M. Wilkes, Pine Bluff, Arkansas 

(Letterhead Reads:) “L. K. Armstrong, Light-Ice- 
Water, DeValls Bluff, Ark.” 

6120 Yours of 14th reed You rather flatter me, as I 
have not entertained any ide of ever becoming a 

manager, but migh fill some minor position however I 
thank you. 

As you are not interested in the water and ice I am open 
for a proposal on the light and power property if you care 
to make one promptly as other parties are waiting on me 
and I will be obliged to give them an answer by the first of 
the weak. 

I did not start this and have felt I should not close 
without giving you a chance so if interested act promptly 
if you want time to make proposal call me at my expense 
but do not discuss same by phone. (Tr. V. 17, p. 6120.) 
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Exhibit 196. Letter Dated April 17, 1925 from Frank M. 
Wilkes, General Superintendent, to L. K. Armstrong, 
DeValls Bluff, Arkansas 

6121 Replying to your letter of April 16th we have gone 
over the matter very thoroughly in regard to the 

purchase of your property and do not feel justified in mak¬ 
ing you an offer for this property. We are, however, very 
anxious to see you people keep this property and not sell 
to the other people, or if you do sell to the other people we 
would like to see you get an exorbitant price for what you 
sell them. You can, therefore, use our company to force 
up their bid when they come to see you and we will be 
glad to help you accomplish this. We are still, however, in 
hopes that you will desire to keep your property and con¬ 
tinue to operate same. (Tr. V. 17, p. 6121.) 

Exhibit 197. Ordinance of the Incorporated Town of 
DeValls Bluff, Dated April 27, 1925, Granting an 
Electic Franchise to L. K. Armstong 

6122 A meeting of the Council of the Incorporated Town 
of DeValls Bluff, Arkansas, was held at the office of 

the Mayor on this date, Mayor John Dimler, presiding and 
Alderman Jno. I. Booe, Roy F. Hill, S. B. Pfeffer, L. H. 
Higgins, B. W. Coyle and Recorder J. A. Welty in attend¬ 
ance. 

Alderman Booe then introduced an ordinance as follows: 

AN ORDINANCE GRANTING TO L. K. ARM¬ 
STRONG, HIS HEIRS, SUCCESSORS OR AS¬ 
SIGNS, THE RIGHT TO CONSTRUCT, MAIN¬ 
TAIN AND OPERATE AN ELECTRIC LIGHT 
AND POWER SYSTEM IN THE THE TOWN OF 
DeVALLS BLUFF, ARKANSAS, FOR THE SALE 
OF ELECTRIC LIGHT AND POWER SERVICE 
AND FOR OTHER PURPOSES. 

BE IT ORDAINED by the Town Council of the 
Incorporated town of DeValls Bluff: 
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Section 1. That the exclusive right to lay and erect 
poles, pipes, wires and fixtures through the streets, 
alleys and other public property of the Town of De- 
Valls Bluff, and to maintain and keep the same in 
repair with the right to excavate the public ways of 
said Town so far as may be necessary for that purpose 
and the exclusive right to operate and maintain an elec¬ 
tric light and power business in said Town, including 
the right to manufacture, generate, distribute, supply 
and deliver electric light and power service, using such 
streets, sidewalks, alleys or other public property of 
said Town as is deemed necessary and to invoke the 
power of eminent domain where necessary to use 
private property, and the right to do and perform all 
acts necessary and convenient in the conduct of such 
business is hereby granted to L. K. Armstrong, his 
heirs, successors or assigns, for a period of fifty years 
from the date of the acceptance of this ordinance. 

Section 2. The said L. K. Armstrong, his heirs, suc¬ 
cessors or assigns are hereby granted the right to 
charge reasonable and equitable rates for their serv¬ 
ices, provided, that in no event shall they be permitted 
to charge in excess of the maximum rate of fifteen 
(15^) cents per kilowatt hour, net with a monthly mini¬ 
mum charge of One Dollar Fifty Cents ($1.50) per 
lighting customer. The above stated net rates shall 
apply only when bills are paid within ten days from the 
date of rendition thereof. When not so paid, the gross, 
being the above stated rate plus 5% shall apply. 


#•••••• 

6123 Section 4. The contract or lease entered into 
between the Town of DeValls Bluff and L. Ix. 
Armstrong on the 11th day of March, 1924, whereby the 
Town leased to said Armstrong its electric lighting 
plant for a period of ten years from the 2nd day of 
December, 1923, may be transferred and assigned by 
the said Armstrong, and the said Armstrong or his 
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assignee, shall continue to hold and exercise all rights 
thereunder, except insofar as said contract conflicts 
with the terms, conditions, rates and obligations herein, 
provided for and all other terms, rates and obligations 
heretofore imposed upon said Armstrong by a con¬ 
tract entered into between him and the Town of De- 
Valls Bluff on the 2nd day of December, 1918, not re¬ 
newed and set out in the contract of March 11,1924, are 
hereby cancelled and set aside. 

Section 5. This ordinance shall be in force and take 
effect as a binding contract between the Town of De- 
Valls Bluff and L. K. Armstrong, his heirs, successors 
or assigns, upon his acceptance hereof on the margin 
of this ordinance, or on the margin of the record of this 
ordinance, and all contracts, ordinances or part of ordi¬ 
nances in conflict herewith are hereby repealed. 

The above ordinance was read the first time by the 
Recorder. Alderman Booe, moved that the rules be sus¬ 
pended and the ordinance be placed on its second reading. 
This motion was seconded by Alderman Higgins, where¬ 
upon the Mayor ordered a call of the roll on said motion 
which resulted as follows: 

Ayes: Mayor Dimler, Alderman Booe, Hill, Pfeffer, 
Higgins, Coyle and Recorder Welty, 7. 

Naves: None. 

The Mayor then declared that the motion to suspend the 
rules had been carried unanimously and ordered the 
Recorder to read the ordinance a second time, which he 
did. 

Alderman Booe then moved that the rules be suspended 
and the ordinance be placed on its third reading and final 
passage. The motion was seconded by Aldeman Higgins, 
whereupon the Mayor ordered a call of the roll, which re¬ 
sulted as follows: 

Ayes: Mayor Dimler, Alderman Booe, Hill, Pfeffer, 
Higgins, Coyle and Recorder Welty, 7. 
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Naves: None. (Tr. V. 17, p. 6122.) 

AVhereupon the mayor declared ordinance duly 
passed. 

• ****•# 


Exhibit 199. Investigation Report of Hazen Electric 

Light Company, Hazen, Arkansas, by G. I. Branch, 

Dated March 20, 1925. 

6125 General Description: 

The Hazen Electric Light Company, under a franchise 
dated September 1st, 1918 and good for twenty-five years, 
serves 140 residence and store customers in the town of 
Hazen, Arkansas. The 1920 census shows this town had a 
population of 783 but the local company estimate the pres¬ 
ent population to be about 1000. 

Of the 140 consumers, 110 are metered. The company 
also serves 24 street lights, receiving therefor $2.00 per 
light per month. 

The lighting rate is 15 cents per KWH with a minimum of 
$1.50 per month. A charge is also made of $.30 per month 
for meters. The flat rate customers are charged $.50 per 
month per 40 watt light with a minimum of $1.00 per month. 

The lighting plant consists of 2 belted generators totaling 
oTVz KWA capacity driven by two giant 30 horsepower oil 
engines. These are in a brick building 40 ft. x 60 ft. erected 
in 1924. The plant and building are in excellent condition. 

The distribution system is 2300 volts primary and 220/110 
volts secondary. It contains about 15 miles of wire of sizes 
8,10 and 12 A.W.G. supported on approximately 150 poles. 

Electric service only given from dusk to 11:00 PM on week¬ 
days and 10:00 PM on Sundays. 

It is reported that the peak load on the plant is about 
60 KW and it is estimated that the yearly output is ap¬ 
proximately 30,000 KWH. 

Revenue and Expenses: 

The revenue was reported to be between $4,000.00 and 
$5,000.00 yearly. 
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The expenses are estimated about $2,500.00 yearly not in¬ 
cluding interest on investment and depreciation. 


Estimated Revenue . $4,500.00 

Expenses . 2,500.00 

Net Revenue. 2,000.00 


Valuation: 

The estimated valuation as of the present condition is as 
follows: 


Building and grounds. $ 4,000.00 

Generating equipment and switchboard 8,600.00 

Meters . 800.00 

Lines, transformers and poles. 4,200.00 


Total estimated value. $17,600.00 


(Tr. V. 17, p. 6125.) 

• •••••• 


6126 Exhibit 200. Report Dated March 20, 1925, of In¬ 
vestigation of Electric and Water Property, 

W. Y. Bransford and Son, Lonoke, Arkansas, by G. I. 

Branch 

The report recites, inter alia , as follows: 

“Mr. W. Y. Bransford and Son, a partnership, operate 
the electric light and water system in the town of 
Lonoke, Arkansas, under an indeterminate permit for 
the water system, and an exclusive franchise good for 
approximately ten (10) more years on the electric sys¬ 
tem.” 

The report, in addition to describing the water facilities, 
describes the generation and distribution facilities owned 
by the partnership and recites the number of customers for 
water and electricity served on a twenty-four hour basis. 

The report also sets out in detail the rates being then 
charged to the electric and water customers, a statement of 
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revenues and expenses, and a unit valuation of the water 
and ice facilities. 


Exhibit 202. Deed Dated June 2, 1925, W. Y., Mattie M., 

W. H., and Bessie Bransford, Grantors; Charles A. 

Walls, Grantee. 

6129 Know All Men by Tsese Presents : That we, W. Y. 

Bransford and Mattie M. Bransford, his wife, and 
W. H. Bransford and Bessie W. Bransford, his wife, for and 
in consideration of the sum of Five Hundred Dollars 
($500.00) and other good and valuable considerations, to us 
in hand paid by Charles A. Walls, the receipt of which is 
hereby acknowledged, do hereby grant, bargain, sell and 
convey unto the said Charles A. Walls, and unto his heirs 
and assigns forever, the following real and personal prop¬ 
erty situated in the County of Lonoke, and State of Arkan¬ 
sas, to-wit: 

A part of Block three (3) Dismukes Addition to the Town 
of Lonoke, Arkansas, more particularly described as fol¬ 
low’s: Beginning at the southwest corner of Block three (3) 
Dismukes Addition to the Towm of Lonoke, Arkansas; 
thence east 43.2 feet; thence north 18.4 feet; thence east 9.6 
feet; thence north 28.1 feet; thence west 52.8 feet; thence 
south 46.5 feet to point of beginning. 

Also all of Lot Fourteen (14) Block four (4), Dismuke’s 
Addition, to the towm of Lonoke, Arkansas, together with 
all buildings, improvements and appurtenances thereunto 
belonging; also, all poles, overhead wires, electric light lines, 
work-shops, structures, fixtures, engines and their auxil¬ 
iaries, meters, transformers, switch-boards, machinery, im¬ 
plements and tools of every kind and nature whatsoever now 
owned and used by the grantors in connection with the 
Lonoke Electric Light Plant and distribution system, to¬ 
gether with all rights, privileges, and appurtenances there¬ 
unto belonging; or in any wise appertaining; also all fuel, 
materials and supplies of every kind whatsoever used for 
constructing, equipping, operating, repairing or replacing 
said electric light and power plants or lines, or any 
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part thereof, also all rights, franchises, privileges and im¬ 
munities including all municipal franchises and amend¬ 
ments thereto, and all contracts to own and operate the 
electric light and power lines in the Town of Lonoke, Ar¬ 
kansas. (Tr. V. 17, p. 6129.) 

• •••••• 


Exhibit 203. Warranty Deed Dated November 14, 1925 
Charles A. Walls, Grantor, to 0. H. Simonds, Grantee 

The language of this deed is the same as that printed 
under Exhibit 202. (Tr. V. 17, p. 6131.) 

Exhibit 204. Letter Dated at Little Rock, Arkansas, De¬ 
cember 5, 1924 from Guy A. Watkins to F. M. Wilkes, 
c/o Arkansas Light & Power Company 

6133 I am enclosing herewith blue print of the road im¬ 
provement district that goes from Prothro’s Gin 
through Jacksonville to the Pulaski County line, where the 
road meets the gravel road from Cabot. Thought this might 
be of use in figuring on transmission line. 

There are three possible points from which the line could 
be built and materials could be delivered at the same time— 
McAlmont, Jacksonville and Cabot. I do not know whether 
or not you would have to get permission from the county 
judge to parallel the road, but you are familiar with such 
procedure. To follow the railroad, especially from Jackson¬ 
ville to Cabot, would greatly increase the cost of handling 
material, as the railroad goes through some low, bad 
country. 

I am going to Cabot, Searcy and Judsonia tomorrow and 
will try to find out at Cabot if anyone else has been tinker¬ 
ing with the situation there. Our franchise there expires 
the 10th and it is my opinion that we should be able to make 
some statement to them in regard to giving them immediate 
service on a small town rate with the provision that the 
lower rate will be in force after hydroelectric power is 
available. I believe if we could make this proposition to 
them, we could get another franchise when this one expires. 
I have a hunch that the local people here will make some 
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effort to control these smaller towns as soon as our fran¬ 
chises expire, which they will all do this month. (Tr. V. 17, 
p. 6133.) 

Exhibit 205. Letter Dated at Little Rock, Arkansas, De¬ 
cember 6 , 1924 from V. C. Pettie to F. M. Wilkes, e/o 
Arkansas Light & Power Co., Pine Bluff, Arkansas 

6134 In talking to Couch and his brother last night it was 
so late when I got into the matter that I did not have 

an opportunity to go into the matter of the situation North 
of here, as to Cabot, Judsonia, Searcy, etc. I am of the 
opinion that this matter should be pressed energetically in 
order to protect that territory, as all of us believe that local 
interests are going to get into that field very shortly and 
vigorously, if we don’t and it’s going to be a question of 
beating them to it, and the territory North of here is too 
important to neglect for our future operations. (Tr. Y. 17, 
p. 6134.) 

Mr. Couch: 

Pettie’s franchise at Cabot expires this coming week. 
He should renew with present service by the first of July. 

Wilkes. 

Exhibit 206. Letter Dated at Little Rock, Arkansas, 
March 7, 1925 from Guy A. Watkins to F. M. Wilkes, 
c/o Arkansas Light & Power Co., Pine Bluff, Arkansas 

6135 I stopped at Jacksonville yesterday, and found con¬ 
siderable wire and hardware there. It was less than 

car load shipments. I paid the freight of $91.00 and got 
Mr. Henry, a merchant there, to let us have a warehouse to 
take care of the unloading of materials for us as it came in. 
The Agent told me that we could make arrangements to pay 
the freight here in Little Rock, and I will try and do that 
through the local freight agent here, today. 

Also some wire and stuff arrived at Cabot, and Mr. See 
paid the freight and stored it in the warehouse he had there. 
I reimbursed him for this amount—$17.00 and something. 

No poles have arrived yet and we ought to get after the 
pole people. You will probably have to have something 
from the County Court to give you permission to build along 
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the highway, and this should be gotten immediately. The 
local people here will try to ‘‘bust” up our play-house, so we 
had better move fast. The news is out now that we are 
going to build the line through Jacksonville, and it will not 
be long before the E.B. & S. Co. find it out. (Tr. V. 17, 
p. 6135.) 


• • • • i 




Exhibit 207. Letter Dated at Little Rock, Arkansas, 
March 11, 1925 from W. D. Self to J. L. Longino, Vice 
President, Arkansas Light & Power Co., Pine Bluff, 
Arkansas 

6137 At Mr. Moses request we are enclosing herewith a 
copy of the Cabot Franchise. I supposed that you had 
seen it, but it may have been that that Mr. Couch looked over 
the copy that was sent. I am sure that we mailed one to 
your Pine Bluff office. Realizing that the Arkansas Central 
Power Co. group would likely make an effort to get control 
of Cabot, on account of its strategic position, we were told 
to go up and get it on the same terms that it was granted 
originally. We only succeeded by one vote. (Tr. V. 17, 
p. 6137.)* 

• •••••• 


Exhibit 208. Weekly Report Dated March 23, 1925 from 
Frank M. Wilkes to J. L. Longino, “ Building ” 

6138 Report for Week Ending March 21st 

March 16th at Pine Bluff until noon on routine work. 
Noon Mr. Couch and myself went to Searcy, the result of 
our meeting there you have been previously advised of. 

March 19th, in company with Mr. G. A. Watkins, visited 
Wynne, Earle and Parkin. Do not believe that the revenue 
from these properties would justify the price we would 
have to pay to get them. (Tr. V. 17, p. 6138.) 
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Exhibit 211. Letter Dated April 5,1926 from C. W. McKay 
of McKay & Smith, Attorneys at Law, Magnolia, Ar¬ 
kansas, to L. Garrett, Pine Bluff, Arkansas 

6139 I am in receipt of your letter of the 2nd in which 
you advise that it is Mr. Couch’s understanding that 
I was to receive $1250.00 in connection with the taking over 
of the stock of the Consumers Ice & Light Co. 

I thought I had made myself clear to Mr. Couch all along 
in regard to this matter. I did not know that he understood 
the matter as outlined in your letter until I received the 
letter. It was certainly not my purpose at anytime to con¬ 
vey the idea that I should receive the same amount as Mr. 
Kitchens. On the other hand I stated that I would not be 
satisfied to get out upon the same basis as Mr. Kitchens 
when he had at all times done everything possible to prevent 
you from procuring the plant and I had been doing my best 
to assist you in buying it. 

You will remember that the option taken by Mr. Myers 
was not exercised in time and Mr. Kitchens secured an op¬ 
tion on a majority of the stock. He received a wire from 
his purchaser that he would be here to take up the plant and 
I immediately took the matter up by phone with Mr. Couch 
and insisted that if he was to get the plant we would have to 
get Kitchens out of it and you and Mr. Myers would have to 
get here at once and commence taking the stock up. We did 
get Kitchens out of it by agreeing to pay him $1250.00, and 
when I first undertook to pay him off he insisted on several 
thousand dollars. The Company was able to get the plant 
only because I succeeded in getting Mr. Kitchens out and in 
getting Mr. Couch to have you and Mr. Myers here at once, 
because the purchaser which Mr. Kitchens had secured was 
actually here on the same day that you and Mr. Myers came 
and arrived only a few hours after you did. 

I think that you will agree with me that but for my efforts 
in this matter the purchase of the plant would have entirely 
failed or you would have had to pay considerable more for 
it. Under these circumstances I do not think that Mr. 
Couch ought to want me to take the same amount as was 
paid to Mr. Kitchens, even tho he might have so understood 
it at the time. (Tr. V. 17, p. 6139.) 
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Exhibit 212. Letter Dated at Pine Bluff, Arkansas, 
March 19, 1925 from S. W. Fordyce, III, to J. L. Lon- 
gino 

6140 Attached is estimate for service to Bryant, Ark. 

• •••••• 


As this town is not in foreign teritory and there is no 
pressing reason for immediate service, it does not appear 
economical load unless bonus is substantially increased. 
(Tr. V. 17, p. 6140.) 

• •••••• 


Exhibit 214. Letter Dated at Little Rock, Arkansas, 
June 17, 1925 from L. V. Sutton to “W. W. Bransford 
& Sons,” Owners, Electric Light, Water Plant and 
Gin, Lonoke, Arkansas. 

6145 Confirming our understanding as a basis for oper¬ 
ating the electric light property which you recently 

sold to Mr. C. A. Walls of Lonoke, the following temporary 
arrangement has been agreed upon, namely: (Tr. V. 17, 
p. 6145.) 

Exhibit 215. An Accounting Research Bulletin, No. 24, 
Dated December 1944 Issued by American Institute of 
Accountants 

6146 . Accounting Research Bulletins 

Issued by the 

Committee on Accounting Procedure, 

American Institute of Accountants, 

13 East 41st Street, New York 17, N. Y. 

Copyright 1944 by American Institute of Accountants 
December, 1944. No. 24 

Accounting for Intangible Assets 

This bulletin deals with some of the problems involved in 
accounting for certain types of assets classified by ac- 
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countants as intangibles, including those acquired bv the 
issuance of securities as well as those purchased for cash. 
Such assets may be purchased or acquired separately at a 
specified price or consideration, or may be purchased or 
acquired, together with other assets, for a lump-sum price 
or consideration, without specification by either the seller or 
the purchaser at the time of purchase, of the portion of the 
total price which is applicable to the respective assets thus 
acquired. The bulletin does not deal with the problems of 
accounting for intangibles developed in the regular course 
of business by research, experimentation, advertising, or 
otherwise. 

The intangibles herein considered may be broadly classi¬ 
fied as follows: 

(a) Those having a term of existence limited by law, 
regulation or agreement, or by their nature, (such as 
patents, copyrights, leases, licenses, franchises for a 
fixed term, and goodwill as to which there is evidence 
of limited duration). 

(b) Those having no such limited term of existence 
and as to which there is, at the time of acquisition, no 
indication of limited life (such as goodwill generally, 
going value, trade names, secret processes, subscription 
lists, perpetual franchises, and organization costs). 

(c) The excess of a parent company’s investment in 
the stock of a subsidiary over its equity in the net assets 
of the subsidiary as shown by the latter’s books at the 
date of acquisition, in. so far as that excess would be 
treated as an intangible in consolidated financial state¬ 
ments of the parent and the subsidiary. This class of 
asset may represent intangibles of either type (a) or 
type (b) above or a combination of both. 

The intangibles described above will hereinafter be re¬ 
ferred to as type (a) and (b) intangibles, respectively. 

Summary Statement 

(1) The initial carrying value of all types of intangibles 
should be cost, in accordance with the generally accepted 
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accounting principle that assets should be stated at 
6147 cost when they are acquired. In the case of non-cash 
acquisitions, cost may be determined either by the 
fair value of the consideration given or by the fair value of 
the property acquired, whichever is the more clearly evident. 

(2) The cost of type (a) intangibles should be amortized 
by systematic charges in the income statement over the 
period benefited, as in the case of other assets having a lim¬ 
ited period of usefulness. 

(3) The cost of type (b) intangibles may be carried con¬ 
tinuously unless and until it becomes reasonably evident 
that the term of existence of such intangibles has become 
limited, or that they have become worthless. In the former 
event the cost should be amortized by systematic charges in 
the income statement over the estimated remaining period 
of usefulness or, if such charges would result in distortion 
of the income statement, a partial write-down may be made 
by a charge to earned surplus, and the balance of the cost 
may be amortized over the remaining period of usefulness. 
If an investment in type (b) intangibles is determined to 
halve become worthless, the carrying value should be charged 
off either in the income statement or to earned surplus as, 
in the circumstances, may be appropriate. 1 In determining 
whether an investment in type (b) intangibles has become, 
or is likely to become worthless, it is proper to take into ac¬ 
count any new and related elements of intangible value, 
acquired or developed, which have replaced or become 
merged with such intangibles. 

(4) Where a corporation decides that a type (b) intan¬ 
gible may not continue to have value during the entire life 
of the enterprise, it may amortize the cost of such intangible 
despite the fact that there are no present indications of such 
limited life which would require reclassification as type (a), 
and despite the fact that expenditures are being made to 
maintain its value. In such cases the cost may be amortized 


1 Other problems arising from partial loss of value of type (b) intan¬ 
gibles are not dealt with herein. See discussion, page 199. 
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over a reasonable period of time, by systematic charges in 
the income statement. The procedure should be formally 
approved, preferably by action of the stockholders, and the 
facts should be fully disclosed in the financial statements. 
Such amortization is within the discretion of the corporation 
and is not to be regarded as obligatory. 

(5) There is a presumption, when the price paid for a 
stock investment in a subsidiary is greater than the net as¬ 
sets of such subsidiary applicable thereto, as carried on its 
books at date of acquisition, that the parent company, in 

effect, placed a value greater than book value on 
6148 some of the assets of the subsidiary in arriving at the 
price it was willing to pay for its investment therein. 
If practicable there should be an allocation of such excess as 
between tangible and intangible property and any amount 
allocated to intangibles should be further allocated to deter¬ 
mine a separate cost for each type (a) intangible and for at 
least the aggregate of all type (b) intangibles. The 
amounts so allocated to intangibles should thereafter be 
dealt with in accordance with paragraph (1), (2), (3), and 
(4) hereof. 

(6) In connection with the foregoing procedures, the com¬ 
mittee recognizes that in the past it has been accepted prac¬ 
tice to eliminate type (b) intangibles by writing them off 
against any existing surplus, capital or earned, even though 
the value of the asset is unimpaired. Since the practice has 
been long established and widely approved, the committee 
does not feel warranted in recommending, at this time, adop¬ 
tion of a rule prohibiting such disposition. The committee 
believes, however, that such dispositions should be discour¬ 
aged, especially if proposed to be effected by charges to 
capital surplus. 

Discussion 

In dealing with the intangible assets herein considered, 
important questions arise as to the initial carrying value of 
such assets, the amortization of carrying value where their 
term of existence is definitely limited or problematical, and 
the adjustment of carrying value where there is a substan¬ 
tial and permanent decline in the value of such assets. These 
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questions involve basic accounting principles of balance- 
sheet presentation and income determination. The commit¬ 
tee believes that the accounting for intangibles has hereto¬ 
fore been regarded as being of relatively minor importance; 
accounting practices with respect thereto have varied 
greatly. The present bulletin is designed to promote a 
fuller consideration of the relation of intangibles to income 
and earned surplus. 

Initial Carrying Value 

The committee has heretofore taken the position that the 
accounting for tangible fixed assets should normally be 
based on cost, 2 which may be defined generally as the price 
paid or consideration given to acquire the asset in question. 
Attention is now directed to the fact that the same principle 
is applicable to intangibles. 

The committee has considered two further problems 
which may arise in the determination of the cost of intan¬ 
gibles. Since intangibles are frequently acquired in ex¬ 
change for securities, the committee points out that 
6149 in the case of non-cash acquisitions cost may be 
determined either by the fair value of the considera¬ 
tion given or by the fair value of the property acquired, 
whichever is the more clearly evident. 

The second problem arises in cases where a group of in¬ 
tangibles or a mixed aggregate of tangible and intangible 
property is acquired for a lump-sum price or consideration. 
It is essential in such cases that an allocation of the aggre¬ 
gate cost be made as between tangible and intangible prop¬ 
erty, and it is manifestly desirable that the cost of intan¬ 
gibles be further allocated to determine a separate cost for 
each type (a) intangible so acquired and for the aggregate, 
at least, of all type (b) intangibles. 

Amortization Accounting 

The cost of tangible assets having a limited term of use¬ 
fulness is dealt with by depreciation accounting, which the 
committee on terminology has defined as a system of amor- 


2 Accounting Research Bulletin No. 5. 
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tization which aims to distribute the cost or other basic value 
of tangible capital assets, less salvage value (if any), over 
the estimated useful life of the unit (which may be a group 
of assets) in a rational manner. 3 In like manner the cost of 
intangible assets having a limited term of usefulness should 
be dealth with under amortization accounting. To this end 
the committee has classified intangibles as between type (a) 
which includes those having a term of existence limited by 
law, regulation, or agreement, or by their nature; and 
type (b) which includes those as to which there is, at the 
time of acquisition, no evidence of limited life. The com¬ 
mittee recognizes that there may be cases in which it is 
difficult to make such a classification. 

The cost of intangibles classified as type (a) should be 
amortized by systematic charges in the income statement 
over the period benefited. If it becomes evident that the 
period benefited will be longer or shorter than originally 
estimated, recognition thereof may take the form of an 
appropriate decrease or increase in the rate of amortization 
or if such increased charges would result in distortion of the 
income statement a partial write-down may be made by a 
charge to earned surplus. 

The intangibles classified as type (b) may be carried con¬ 
tinuously at cost unless and until it becomes reasonably evi¬ 
dent that their term of existence has become limited, or that 
they have become worthless. In the former event they 
should be reclassified as type (a) and ^hereafter amor¬ 
tized by systematic charges in the income statement 
6150 over the estimated remaining period of usefulness. 

If that period of amortization is relatively short so 
that misleading inferences might be drawn as a result of 
the inclusion of substantial charges in the income statement, 
a partial write-down may be made by a charge to earned 
surplus and the balance of the cost may be amortized over 
the remaining period of usefulness. 

In the event of complete lost of an investment in type (b) 
intangibles, a charge should be made either in the income 
statement or to earned surplus as, in the circumstances, 
may be appropriate. 


3 Accounting Research Bulletin No. 22. 
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In determining whether an investment in type (b) intan¬ 
gibles has or is likely to become worthless, consideration 
should be given to the fact that in some cases intangibles 
acquired by purchase may merge with, or be replaced by, 
intangibles acquired or developed with respect to other 
products or lines of business, and that in such circum¬ 
stances the discontinuance of a product or line of business 
mav not in fact indicate loss of value. 

Partial Loss of Value 

The committee recognizes that changes in general eco¬ 
nomic conditions and changes affecting the business of a par¬ 
ticular company may have an important effect on the value, 
at a given time, of its intangibles. It further recognizes the 
difficulty of determining whether adverse changes are tem¬ 
porary or permanent. The problems arising as a result of 
such partial loss of value (as contrasted with total loss of 
value discussed above), which are also applicable to tangible 
assets (such as, loss of commercial value of tangible capital 
assets not covered by depreciation accounting), are not 
dealt with herein but are in their broader aspects presently 
under consideration by the committee. Attention is drawn 
however, to Rule No. 2, adopted by the membership of the 
Institute in 1934, which provides that “capital surplus, 
however created, should not be used to relieve the income 
account of the current or future years of charges that would 
otherwise fall to be made thereagainst.” 4 

Discretionary Amortization of Intangibles 

If a corporation decides to amortize the cost of a type (b) 
intangible, as to which there is no present indication of lim¬ 
ited existence or loss of value, by systematic charges in the 
income statement, such procedure is permissible despite the 
fact that expenditures are being made to maintain its value. 
The plan of amortization should be reasonable; it should 
be based on all the surrounding circumstances in- 
6151 eluding the basic nature of the intangible and the 
expenditures being currently made for development. 


4 Accounting Research Bulletin No. 1, p. 6. 
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experimentation, and sales promotion. Where the intan¬ 
gibles are important income-prodncing factors and are 
being currently maintained by advertising or otherwise, 
the period of amortization should be reasonably long. The 
procedure should be formally approved, preferably by ac¬ 
tion of the stockholders, and should be fully disclosed in the 
financial statements. The committee believes that such 
amortization should be entirely within the discretion of the 
corporation and should not be regarded as mandatory. 

Intangibles in Consolidation 

Where a parent corporation has made a stock investment 
in a subsidiary, at a cost in excess of its equity in the net 
assets of the subsidiary as shown by its books at the date of 
acquisition, the parent corporation may have (a) paid 
amounts in excess of book value for specific assets of the 
subsidiary or (b) paid for the general goodwill of the sub¬ 
sidiary. If practicable, such an excess should be divided as 
between tangible and intangible assets, and the amount allo¬ 
cated to intangibles should be further allocated as between 
each type (a) intangible and the aggregate, at least, of all 
type (b) intangibles. The amounts so allocated should 
thereafter be dealt with in accordance with the rules herein¬ 
before set forth. 

Write-off Where There Is No Evidence of Loss of Value 

In adopting the procedures set forth above the committee 
recognizes that in the past it has generally been considered 
proper to eliminate the cost of type (b) intangibles from 
the accounts, in whole or in part, by a charge against any 
existing surplus, capital or earned, even though the value 
of the asset is unimpaired. Since the practice has been 
long established and widely approved, the committee does 
not feel warranted in recommending, at this time, adoption 
of a rule prohibiting such disposition. In addition the 
matter of charges to capital surplus requires further con¬ 
sideration and is part of the general problem of surplus 
accounting on the study of which the committee is presently 
engaged. 

The committee believes, however, that such dispositions 
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should be discouraged, especially if proposed to be effected 
by charges to capital surplus. It points out that the reduc¬ 
tion of the investment, upon which the responsibility and 
accountability of management is based, may give rise to 
misleading inferences if subsequent earnings are compared 
with the reduced base. 

6152 The statement entitled “Accounting for Intangible 
Assets ” was adopted by the assenting votes of eigh¬ 
teen members of the committee, as it was constituted at the 
time of the 1944 annual meeting of the Institute. Mr. Will- 
cox dissented. Mr. Stans dissented from paragraph (5) of 
the summary statement and the related discussion. Mr. 
Zebley dissented from paragraphs (5) and (6) of the sum¬ 
mary statement and the related discussion. 

Notes 

1. Accounting Research Bulletins represent the con¬ 
sidered opinion of at least two-thirds of the members of 
the committee on accounting procedure, reached on a formal 
vote after examination of the subject matter by the com¬ 
mittee and the research department. Except in cases in 
which formal adoption by the Institute membership has 
been asked and secured, the authority of the bulletins rests 
upon the general acceptability of opinions so reached. (See 
Report of Committee on Accounting Procedure to Council, 
dated September 18, 1939.) 

2. Recommendations of the committee are not intended 
to be retroactive, nor applicable to immaterial items. (See 
Bulletin No. 1, page 3.) 

3. It is recognized also that any general rules may be 
subject to exception; it is felt, however, that the burden of 
justifying departure from accepted procedures must be 
assumed by those who adopt other treatment. (See Bulletin 
No. 1, page 3). 

Committee on Accounting Procedure (1943-1944) 

Walter A. Staub, Chairman, George D. Bailey, William 
H. Bell, Archibald Bowman, George Cochrane, Charles 
B. Couchman, William D. Cranstoun, Stephen Gilman, An¬ 
son Herrick, Henry A. Horne, Paul K. Knight, George 0- 
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May, Warren W. Nissley, William A. Paton, Maurice E. 
Peloubet, Hiram T. Scovill, Jackson W. Smart, Maurice 
H. Stans, Charles H. Towns, R. S. Willcox, John H. Zebley, 
Jr.; James L. Dohr, Director of Research. (Tr. V. 17, 
p. 6146.) 
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Exhibit 216. Statement Showing Classification of Excess Over Original Cost of Electric and Common Utility Plant 

as of January 1, 1937 and December 31, 1947 


Total 

Excess over original cost, as of January 1, 1937, as per 
Supplemental Report (Item D). $21,174,256.69 


Account 100.5, 
Electric Plant 
Acquisition 
Adjustments 


Account 108.15 
Common Utility 
Plant Acquisition 
Adjustments 


Account 107 
Electric Plant 
Adjustments 


Additional Adjustments and Reclassification: 

Fees paid to affiliated companies (1). 

Improper charges—Carpenter project (1). 

Improper charges—Remmel project (1). 

Reclassification of adjustment applicable to Denning 

Coal Company acquisition (2). 

Reclassification of adjustment applicable to Picron 

Power Plant acquisition (2). 

Reclassification of adjustment applicable to Arkansas 

Central Power Company properties.\ 

resulting from staff’s system cost study./ 


68,910.30 

79,931.17 

32,440.59 


255,941.55 

212,312.54 


$9,293,057.46 $11,881,199.23 


68,910.30 

79,931.17 

32,440.59 

( 255,941.55) 

( 212,312.54) 

1,864,929.35 ( 1,864,929.35) 

( 3,565,007.26) 3,565,007.26 


Sub-total. 


181,282.06 


468,254.09 ( 1,700,077.91) 


Excess over original cost at January 1, 1937, as revised_ 21,355,538.75* 

Dispositions from January 1,1937 to December 31,1947 (1). ( 13,526,950.92)* 
Dispositions agreed to be subject to Commission’s 

Order (1). ( 1,581,387.79) 

Revision of Dispositions due to additional adjustment of 

Arkansas Central Power Company’s system cost. 

Transfer of remaining excess m Account 108.15 to Ac¬ 
count 100.5. 


468,254.09 


7,592,979.55 


1,413,105.88 

13,294,305.11 


( 3,754,120.56)* ( 9,772,830.36)* 
( 1,581,387.79) 
869,500.83 ( 869,500.83) 


4,708,359.82 ( 4,708,359.82) 


Excess Over Original Cost as of December 31, 1947. $ 6,247,200.04 $ 5,176,613.91 


$ 1,070,586.13 


Details of Amounts in Account 107: 

Dumas Acquisition. 

Arkansas Central Power Company: 

Additional Adjustment of System Cost. 

Dispositions of above adjustment. 

Amount remaining from staff’s original adjust¬ 
ment of $1,864,929.35. 


$ 1,700,077.91 
( 869,500.83) 

203,049.05 


Total. 


$ 36,960.00 

1,033,626.13 
$ 1,070,586.13 


(1) As per stipulation of January 9, 1948—Exhibit 1 in this proceeding. 

(2) As per stipulation of March 31, 1948—Transcript page 1789. 

• As per Respondent's Exhibit 55. 

(Tr. V. 17, p. 6153.) 
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Exhibit 217. Segregation of Investment of National Power & Light Company as of April 1, 1922 


6154 


Segregation of Investment Account of National Power A Light Company, as of April 1, 1922, To Show Cost of Acauiring Capital Stocks of Little Rock 
Railway A Electric Company, Houston Lighting A Power Company, Knoxville Railway A Light Company ana Birmingham Railway, Light A 

Power Company, and Certain Other Securities 


Description 

Securities Issued to Committee for American Cities Company 
5-6% Bondholders: 

Income Bonds, $4,125,000.00 Principal Amount 
Preferred Stock, 18750 shares @ $100.00 
Common Stock, 26,250 Shares @ $75.00 
Securities Issued for Memphis Consolidated Gas A Electric 
Company and Merchants Power Company Bonds: 

Income Bonds. $3,556,850.00 Principal Amount 
Preferred Stock, 16,167-1/2 shares 
Common Stock, 16,167-1/2 shares 
Securities of Subsidiaries and Miscellaneous Costs: 

Knoxville Railway A Light Company 6H% note 
Little Rock Railway A Electric Company 8% Note 
Memphis Street Railway Company Note 
American Cities Company Bondholders Committee Notes 
Guaranty Deposit re Memphis Street Railway Company 
Noteholders Committee 

Deposit with Auctioneer re Sale of American Cities 
Company Collateral 

Note oi American Cities Company to Chase National Bank 
Payment Due Electric Bond A Share Company and I New¬ 
man A Son re Purchase Memphis Consolidated Gas A 
Electric Company 

Net Interest Receivable at Organization 
Compensation to Wm. Floor re Memphis Matters 
Account Payable to I. Newman A Son 
Cost of Directors Shares—15 shares @ $75.00 Less Cash 
Received $750.00 

Supervision Fees of Operating Companies 
Organization Expenses 
Salaries,, Legal and Miscellaneous 
Common Stock Issued for Reorganization Services: 

To Electric Bond A Share Company. 13.000 shares @ $75.00 
To I. Newman A Son, 5,000 shares @ $75-00 
Reserve for Reorganization—Not Used 
Expenses in re National's Offer to Preferred Stockholders of 
American Cities Company: 

Income Bonds, $867,460 Principal Amount 
Common Stock, 60,722-1/2 shares @ $75.00 
Less—Cash Received 

Total 

To Distribute Amount Classified as “American Cities and 
Memphis Situations” on the Basis of Market Value of 
Securities Issued in Connection with the Respective 
Situations: 

American Cities Situation—$5,065,059.50—55.62% 

Memphis Situation— $4,041.875.00—44.38% 

To Transfer Memphis Street Railway Securities Included in 
American Cities Situation to Memphis Situation: 

Amount so Transferred by National Power 
A Light Company $2,012,003.00 


Recorded 

Amount 

(A) 

Explanatory 

Notes 

Cost of 
Houston, 
Birmingham, 
Knoxville and 
Little Rode 
Capital Stocks 
(B) 

Cost of 
Memphis 
Securities 
(C) 

Costs Applica- 
able to Se¬ 
curities in 
Columns 

B and C 
(D) 

Cost of 
Speafic 
Seorrities 
(E) 

Excess of Re¬ 
corded Amount 
of Securities 

Issued Over 

Market Values Non-cost Items 
(F) (G) 

$4,125,000.00 

1,875,000.00 

1,968,750.00 

(1) 

(1) 

(1) 

$3,093,750.00 $ 

1,125,000.00 

656,250.00 

$ $ 

1 

$1,031,250.00 $ 
750,000.00 
1,312,500.00 


3,556,850.00 

1,616,750.00 

1,212,562.50 

(1) 

(1) 

(1) 


2,667,637.50 

970,050.00 

404,187.50 



889,212.50 

646,700.00 

808,375.00 


203,452.78 

712,129.15 

60,486.57 

621,774.86 

(2) 


60,486.57 


203,452.78 

712,129.15 

621,774.86 



532,500.00 



532,500.00 





49,712.22 

50,043.13 


49,712.22 

50,043.13 






75,000.00 

(27,069.94) 

25,000.00 

7,603.03 

(3) 

7,603.03 

75,000.00 

38.11 

25,000.00 


(27,119.45) 


11.40 

375.00 
100,659.73 
22,413.56 
3S4,939.15 

(4) 

(5) 

(6) 

(7) 

255,164.15 

4,000.00 

5,000.00 

125,775.00 



375.00 

100,659.73 

17,413.56 

975,000.00 

375,000.00 

405,533.03 

(1 and 8) 

(1 and 9) 
GO) 

125,000.00 




650,000.00 

250,000.00 

325,000.00 

405,533.03 

867,460.00 

4,554,187.50 

(2,103,598.00) 

(1) 

(1) 

650,595.00 

1,518,062.50 

(2,103,598.00) 




216,865.00 

3,036,125.00 


$22,247,514.27 


$5,427,582.03 $4,738,899.68 

$130,775.00 $1,510,237.34 $9,591,027.50 

$848,992.72 



72,737.06 

58,037.94 

(72,737.06) 

(58,037.94) 







A3j 5555 E TaSBEam ims- 

«derod as representing Cost—47.104% 
Less Memphis Street Railway Investment 
Classified Under “Memphis Situation" 


(947,733.89) 

(592,986.57) 


To Reclassify First Mortgage Bonds of Birmingham Tidewater 
Railway Company in the Principal Amount of $155,500.00— 
Reclassified on the Basis of Subsequent Purchases—-66.715% 



m 

m 


Total 


$22,247,514.27 


F.P.C. Staff Determination of Cost to National Power & Light Company of 


Investment in— 


Common Stocks: 

Houston Lighting <fe Power Company 
Knoxville Railway & Light Company 
Birmingham Railway, Light <fe Power Company 
Little Rock Railway & Electric Company 
Preferred Stocks: 

Birmingham Railway. Light & Power Company 
Little Rock Railway & Electric Company 


Shares 

Owned 

Shares Out¬ 
standing 

% Owned 

20,000 

20,000 

100.00) 

20,500 

20.500 

100.00) 

34,954 

39,000 

89.63) 

16,175 

19,117 

84.61) 

) 

79.35) 

27,774 

35,000 

6,015 

7,500 

80.20) 


(471,282.54) 471,282.54 

(103,741.82) 

$4,925,294.73 $5,268,220.16 $ 


$4,925,294.73 


103,741.82 

$1,613,979.16 $9,591,027.50 $848,992.72 


I 


I 


I 



6155 Segregation of Investment Account of National Power & Light Company, as of April 
Acquiring Capital Stocks of Little Rock Railway & Electric Company, Houston 
Company, Knoxville Railway & Light Company and Birmingham Railway, 

Company, and Certain Other Securities 


Explanatory Notes 


1, 1922, To Show Cost of 
Lighting & Power 
Light & Power 


(1) 

( 2 ) 


(3) 


(4) 

(5 

(6 


(7) 


The cash cost of the securities issued has been determined upon the basis of market transactions at the time of acquisition 
which indicates the following approximate prices: Income Bonds $75.00; Preferred Stock $60.00; Common Stock $25.00. 

Represents funds borrowed by Committee and used to acquire note of Little Rock Railway & Electric Company, in the 
principal amount of $335,000.00 and interest coupons of Birmingham Railway, Light and Power Company, in the face 
amount of $276,000.00. The total of $621,774.86 has been allocated to the Little Rock and Birmingham securities on 
the basis of the principal amount or face amount of securities acquired—$3-10,906.72 to Little Rock and $280,868.14 to 


Birmingham. 

The breakdown of Net Interest Receivable at Organization follows: 

Knoxville Railway & Light Company Note. $(3,452.78) 

Little Rock Railway & Electric Company Note. (23,666.67) 

Memphis Street Railway Company Note. 38.11 

Interest on advances of S5.332.55 used far the purchase of original issue documentary stamps. 11.40 

This item is admittedly a “non-cost" item—see Transcript Page No. 866 
This item is admittedly a “non-cost” item—see Transcript Page No. 867 
This item consists of the following charges: 

New Jersey Organization Fee. .... $5,000.00 

Documentary stamps on original issues... 9,163.56 

Listing fees of New Orleans Stock Exchange for National’s securities. 2,500.00 

Director’s shares—15 © $50.00... 750.00 

Services of Newman Saunders Company (allowed as a cost item). 5,000.00 


This item consists of the following charges for legal services, compensation, expenses, depository fees and documentary 


stamps: 


American Cities 
Situation 


Memphis American Cities & 

Situation Memphis Situations 


Newman Saunders & Company 
Percy Warner 
Merrick & Schwartz 
Alex B. Siegel 

Lindsbury, Depue & Faulks 
Simpson, Thacner & Bartlett 
Ross W. Harris 

Van Vorst, Marshall and Smith 
Bondholder's Committee Compensation 
Depository Fees 
Documentary Stamps 
Simpson, Thacher & Bartlett 
Electric Bond & Share Company 


$193,928.45 $ 

5,000.00 

16,009.96 

10,000.00 

500.00 

9,858.68 

4,000.00 

2,367.06 

17,500.00 


$ 


25,271.21 

17,908.32 

46,423.49 

36,171.98 


Total 


$255,164.15 $4,000.00 


$125,775.00 


( 8 ) 



This item has not been considered as a cost item on the basis of Transcript Page No. 868 in this proceeding and for the 
further reason that no information is presently available as to the cost of such services rendered by Electric Bond & 
Share Company. 

This item has been allowed as a cost item on the basis of Transcript Page No. 868 in this proceeding. 

This item is admittedly a “non-cost" item—see Transcript Page No. 865. 


(Tr. V. 17, p. 6154.) 















Exhibit 218. Determination op System Cost op Little Rock Properties 
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0157 Arkansas Power A Light Company—Docket No. IT-5829 

Factors Considered in Determination of Percentage Factor to be Used in Estimating Cost of Little Rock Railway A 
Electric Company’s Capital Stocks to National Power A Light Company as of December 31, 1921 
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Exhibit 220. Reserve for Amortization of Electric Plant Account 
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Exhibit 222. Reserve for Depreciation 













Exhibit 223. Pro Forma Ci/>sino Triah BaIiANCK 
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Exhibit 225. Company X Incomb Statbmknt 
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Exhibit 227. Letter Dated at Pine Bluff, Arkansas, April 
15,1926 from W. E. Baker to L. Garrett, “Building” 

6239 I am attaching hereto bill against C. W. McKay, 
Magnolia, Arkansas, for $68.70. As stated to you 
this is an unpaid balance due for merchandise I believe, 
which was on the hooks of the Consumers Ice & Light Com¬ 
pany at the time we took the property over. 

In making payment to Mr. McKay for his legal services 
we should either deduct this $68.70 or make collection at 
the time of delivery of check. (Tr. V. 17, p. 6239.) 


Exhibit 228. Company A Balance Sheet, December 31, 
1940, Company A Balance Sheet, December 31, 1955, 
Company A Balance Sheet, December 31,1955 
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Company A 
Balance Sheet 

December 31, 1940 


Assets 

Electric Plant in Service. $1,000,000 
Intangible Plant. 500,000 

Total. $1,500,000 


Liabilities and Capital 

Bonds. $1,000,000 

Stock. 500,000 

Total.$1,500,000 


(Tr. V. 17, p. 6240.) 

6241 Company A 

Balance Sheet 


December 31, 1955 


Assets 


Original Electric Plant.... $1,000,000 
Plant acquired with “De¬ 
preciation Funds”. 


Less Reserve for Depreci¬ 
ation . 

Net Tangible Plant. 

Intangible Plant.. 

Less Reserve for Amorti¬ 
zation . 

Net Intangible Plant. 

Tangible Assets Resulting 
from Amortization Ac¬ 
counting. 


400,000 

1,400,000 

400,000 

$1,000,000 

500,000 

500,000 


500,000 


Liabilities and Capital 


Bonds.$1,000,000 


Stock. 500,000 


Total 


$1,500,000 Total 


$1,500,000 
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6242 Company A 

Balance Sheet 

December 31, 1955 


Assets Liabilities and Capital 

Original Electric Plant.... $1,000,000 
Plant Acquired from De¬ 
preciation Funds. 400,000 


1,400,000 

Less Reserve for Deprecia¬ 
tion. 400,000 


Net Plant.. 

Intangibles. 

Other Assets... 


• • 

$1,000,000 

0 

0 

Bonds. 

Stock. 

$1,000,000 

0 

Total. 


• • 

$1,000,000 

Total.... 

$1,000,000 

• 

• 

• 

• • 

• 

• 


Exhibit 229. A Stipulation Dated May 7, 1948 Between 
Arkansas Power & Light Company and Federal Power 
Commission Staff Counsel 

6243 1. Electric Bond and Share Company (hereinafter 
referred to as “Bond and Share”), at the times here¬ 
inafter mentioned, was the top holding company of the Bond 
and Share system. Prior to 1921, the system included Bond 
and Share; two subholding company subsidiaries of Bond 
and Share, namely, American Gas & Electric Company and 
American Power & Light Company; and numerous operat¬ 
ing company subsidiaries of the latter two companies. 

2. On December 31, 1921, Bond and Share caused the 
formation of another subholding company subsidiary, Na¬ 
tional Power & Light Company, under the laws of the State 
of New Jersey (which, together with its successor of the 
same name, is hereinafter referred to as “National”). 
National was organized for the purpose of acquiring 

6244 the assets of American Cities Company, a holding 
company then in receivership, and certain securities 

of Memphis Gas & Electric Company, Memphis, Tennessee 
(also in receivership), which was not associated with 
American Cities Company. The subsidiaries of American 
Cities Company were: Houston Lighting & Power Com- 
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pany; Knoxville Railway and Light Company; Memphis 
Street Railway Company; Birmingham Railway, Light & 
Power Company; Little Rock Railway & Light Company; 
and New Orleans Railway & Light Company. All of the 
subsidiaries of American Cities Company, except the New 
Orleans Company, were acquired by National at organiza¬ 
tion. On December 7, 1925, National was consolidated with 
United Investors Securities Company to form a successor 
company also named National Power & Light Company. At 
the completion of the organization of the successor corpo¬ 
ration, Bond and Share owned 525,240 shares of its common 
stock, representing 20.64% of the outstanding voting securi¬ 
ties of that company. 

3. In March 1925, Bond and Share organized Electric 
Power & Light Corporation (hereinafter referred to as 
“Electric Company”), another subholding company. Fol¬ 
lowing the organization of Electric Company, Bond and 
Share transferred to it securities held by Bond and Share 
in certain electric-utility operating companies, or in com¬ 
panies owning securities of such operating companies, en¬ 
gaged in business in Utah, Colorado, Idaho, Oregon, 

6245 Louisiana and Texas. At the completion of the or¬ 
ganization of Electric Company, Bond and Share 
owned 299,772 shares of its common stock and 50,000 shares 
of its preferred stock, representing 16.9% of the outstanding 
voting securities of that company, and 320,000 option war¬ 
rants to subscribe to additional common stock at $25 per 
share. 

4. The relations of Bond and Share to American Power 
& Light Company, National, and Electric, in addition to the 
substantial minority power position held, were such that 
the Electric Bond and Share Company organization in 
reality operated and controlled such subholding companies. 
As these subholding companies were originally organized 
in each instance under the auspices of Bond and Share, this 
relationship obtained at all times herein mentioned from 
and after the beginning of business of each company. 

5. At the times herein mentioned following the respective 
dates of organization of National and Electric Company, 
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Bond and Share performed certain services for said com¬ 
panies pursuant to service contracts with them, which it put 
into effect. As a part of these services Bond and Share 
provided National and Electric Company with (1) complete 
staffs of employees and executive officers, who were officers 
and employees of, and were paid exclusively by, Bond and 
Share; (2) office space in its office building; (3) all office 
equipment and supplies required by them in the con- 

6246 duct of their business. The books of National and 
Electric Company were kept in Bond and Share’s 

offices and such entries as were made therein were made by 
the employees of Bond and Share. Up to a date subsequent 
to December 31, 1934, Electric Company and National had 
no executive officers or employees other than those employed 
by and paid by Bond and Share, and their offices provided 
by Bond and Share constituted their only offices other than 
their statutory offices in the states of their incorporation. 
Bond and Share was in turn compensated for said services 
and office facilities through payment of service fees pro¬ 
vided in the service contracts. 

6. A chart entitled, “Electric Bond and Share Company 
and Sub-Holding Companies—Statement of Interlocking 
Directors, Officers and Executive Committees during No¬ 
vember and December, 1925”, is attached hereto and made 
a part hereof as “Exhibit A.” 

7. In November and December, 1925, P. B. Sawyer, shown 
on said chart as being an officer of National, was also presi¬ 
dent of Lehigh Power Securities Corporation, a company 
controlled by Bond and Share Company, and was a vice- 
president of Phoenix Utility Company, a company wholly 
owned by Bond and Share. 

8. Walter H. Schweikhart, listed on said chart as a direc¬ 
tor of National, was an employee of Bond and Share, being 
at first secretary to A. L. Grenier, and later in the office of 
S. Z. Mitchell. 

6247 9. George H. Howard, listed on said chart as a 
director of National, was a director of Bond and 

Share from November 30,1926, to March 18,1927, and from 
March 13,1929, to October 11, 1933. 
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10. In November and December, 1925, D. F. McGee, shown 
on said chart as being an officer of Electric Company, was 
also a director and president of Superior Water, Light & 
Power Company, a director and vice president of Minnesota 
Power & Light Company, and a director and president of 
Northern Power Company, each of said companies being a 
Bond and Share operating company. 

11. Percival E. Cowan and Chas. W. McConaughy, listed 
on said chart as directors of Electric Company, were each 
attorneys-at-law associated with the law firm of Simpson, 
Thacher & Bartlett, attorneys for Bond and Share, National 
and Electric. 

12. Clause thirteenth of the certificate of incorporation of 
National provides as follows: 

“Stock of the corporation without nominal or par 
value, whether authorized herein or upon subsequent 
increase of capital, may be issued from time to time for 
such consideration as may be fixed from time to time 
by the board of directors. 

“Upon any issue for money or other consideration 
of any stock of the corporation, whether authorized by 
the original certificate of incorporation or upon sub¬ 
sequent increase of capital, no stockholder shall be 
entitled of right to subscribe for, purchase or receive 
any proportionate or other share of stock so to be 
issued, but the board of directors may dispose of any 
portion of such stock without offering the same, in the 
first instance, or at all, to the existing stockholders for 
subscription and purchase.” 

6248 13. The by-laws of Electric Company in force and 

effect in 1925 provided that if the capital stock should 
ever be increased the then existing stockholders might claim 
no right to subscribe to any share or shares of such addi¬ 
tional capital stock, but that the increase in capital stock 
might be disposed by action of the board of directors to 
whomsoever and on whatsoever basis they themselves may 
decide. (Tr. V. 17, p. 6243.) 
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